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et al. 
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provisions. 
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the Securities Act and Securities 
Exchange Act. 

International Commodities Ex- 

change, Inc., et al. 

Registration and anti-fraud vio- 
lations alleged in commodities 
options case. 
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et al. 

Permanent injunction entered a- 
gainst several defendants enjoining 
them from further violations of the 
federal securities laws. 
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Provides an exemption for af- 

filiated persons with respect to 
certain service agreements with 
investment companies. 

Rule 6c-2(T), adopted and Rule 
6c-2, proposed 
Provides an exemption from all pro- 
visions of the Act except Sections 
8(a), 9, 17, 36 and 37 for cor- 
porations organized pursuant to 
the Alaska Native Claims Settle- 
ment Act of 1971. 

Guide 60, proposed 
Guides for preparation of reyis- 
tration statements relating to 
interests in realestate limited 
partnerships. 
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SECURITIES ACT OF 1933 
Release No. 5459/February 25, 1974 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 10654/February 25, 1974 


ACCOUNTING SERIES 
Release No. 153/February 25, 1974 


Admin. Proc. File No. 3-4437 
In the Matter of 
TOUCHE ROSS & CO. 


FINDINGS, OPINION AND ORDER ACCEPTING 
WAIVER AND CONSENT AND IMPOSING REMEDIAL 
SANCTIONS 


Information furnished to the Commission in a non-public 
investigation into the affairs and financial reporting of U. 
S. Financial, Inc. (“USF”) 1/ for the period 1969 to 1972 
indicated that financial reports issued by USF and filed 
with the Commission including the annual financial state- 
ments for the years ended 1970 and 1971 were false and 
misleading. Touche Ross & Co. ("Touche”), a partnership 
engaged in the practice of public accounting, certified the 
annual financial statements for those years. 


It appears that as part of a scheme to mislead the public by 
publishing false financial statements reflecting fictitious 
earnings, USF and certain of its officers, directors and as- 
sociates intentionally deceived Touche by making untrue 
representations and by furnishing false information in con- 
nection with its audits. The Commission has instituted legal 
proceedings against these parties. 2/ 


Any such deception, however, did not relieve Touche of its 
responsibility to perform its audits in conformity with 
generally accepted auditing standards. The information 
furnished to the Commission indicated that Touche’s con- 
duct of the 1970 and 1971 audits in a number of respects 
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did not meet the professional standards required of 
public accountants who practice before the Commission. 


Such information indicated that Touche failed to obtain 
sufficient independent evidentiary material to support its 
professional opinion in regard to a number of highly 
material transactions which were constructed by manage- 
ment in such a way as to make it appear that income had 
been earned when in fact it had not been. In connection 
with these transactions it also appeared that Touche failed 
to fully appraise the significance of information known to 
it and to extend sufficiently its auditing procedures under 
conditions which called for great professional skepticism. 
These transactions resulted in USF improperly recognizing 
millions of dollars of revenues and profits in 1970 and 
1971. 


Touche has submitted to the Commission a waiver of the 
institution of formal administrative proceedings under Rule 
2(e) and has consented to the entry of an order containing 
certain findings, conclusions and remedial sanctions. 


Under the terms of Touche’s waiver and consent, Touche, 
solely for the purpose of settlement of this matter, and 
without admitting or denying any violations, and without 
admitting or denying any fact except for the purposes of 
this settlement, consented, among other things, to the 
entry of an appropriate order. 


After due consideration of the consent and upon the re- 
commendation of our staff, we’have determined that it is 
appropriate in the public interest to accept the consent. 


The Commission believes that the responsibilities of in- 
dependent public accountants are an essential part of our 
capital market system, which is based upon investor 
confidence in the reliability and fairness of financial state- 
ments. Any lack of diligence and professionalism on the 
part of independent auditors seriously erodes confidence 
in the financial reporting of public companies and tends to 
impair the functioning of the capital and trading markets 
with the result that our economy as a whole may suffer. 
By the acceptance of this consent, which includes the 
following findings describing the facts and auditing defi- 
ciencies discovered as a result of our staff investigation, the 
Commission hopes to reduce the likelihood of similar 
future cases. 3/ 


The 1970 Audit 


In the 1970 audit, Touche permitted USF to record profit 
on two major transactions where the evidence available to 
Touche should have indicated that no profit in fact had 
been earned. 


Burnham Management Corp. 


On August 27, 1970, USF purportedly sold three pro- 
perties to Burnham Management Corp. (“BMC”) for 
$5,399,000 and recognized profit of $550,000 from the 
transaction. The letter agreement which covered the sale 
committed USF to use its best efforts to secure permanent 
financing on the properties for BMC and to pay certain 
underwriting costs upon BMC’s syndication of the pro- 
perties. Furthermore, the agreement provided that upon 
final documentation, which was not prepared and executed, 
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USF was to deliver to BMC USF's guarantee that BMC 

would suffer no loss from operations of the properties. 

The agreement was also subject to an addendum which 
provided BMC with an absolute guarantee against loss from 
ownership of the properties and a commitment by USF to 
complete construction of the properties. The terms of this 
agreement made the recognition of profit on the transaction 
improper in that as a result of the terms of the agreement and 
addendum USF had not shifted the risk of loss to BMC. 3a / 


Shortly after year-end, BMC requested USF to take back 
the properties or find other buyers pursuant to a verbal 
“put” agreement entered into with BMC by Robert Walter 
(“Walter”), chief executive officer of USF. In response, 
USF “found” two buyers who were actually nominees of 
USF and one of whom assumed BMC’s interest with funds 
provided by USF. 


In connection with its review of the BMC transaction, 
Touche was aware that the final documentation was not 
prepared and executed. Although Touche was delivered a 
copy of the above addendum with a confirmation letter 
from BMC, Touche failed to examine or review the adden- 
dum. In addition, Touche did not pursue the implications 
of the post year-end disposition of the properties by BMC. 
On the basis of the information in its working papers, 
Touche should have refused to permit the recognition of 
profit on this transaction. Additional investigation would 
have developed further evidence as to the impropriety of 
the transaction. 


Grubb & Ellis -- Gribben 


In late December 1970 a series of related agreements was 
entered into with Grubb & Ellis, Inc., an independent real 
estate enterprise, and with Walter P. Gribben ("Gribben”). 
Grubb & Ellis purchased certain properties from USF for 
$13.2 million, resulting in a book loss of $532,000 to USF. 
Grubb & Ellis prepaid $855,000 interest on this transaction 
which was treated as deferred income on USF's books. 

USF leased the properties back for two years and retained 
Grubb & Ellis to manage them for that period. At the same 
time, USF purportedly sold to Gribben, actually a USF 
nominee, its leasehold interest in the properties for 
$855,000 and recorded income in this amount. To cover 
Gribben’s $855,000 check dated December 31, 1970, USF 
paid $855,000 to Gribben on January 4, 1971 allegedly to 
purchase Gribben’s interest in the Grubb & Ellis manage- 
ment agreements which interest Gribben never owned. 


Touche did not obtain documentation to warrant the inclu- 
sion in USF’s financial statements of Gribben’s purported 
purchase of the lease interest. No confirmation was obtained 
from Grubb & Ellis to support Gribben’s purported owner- 
ship of the management agreements or his participation in 
the transaction. There was no confirmation from Gribben 
concerning his purported purchase of the lease. The only 
independent documentation supporting Gribben’s pur- 
ported purchase was his $855,000 check to USF. Touche 
was aware of but did not attach appropriate significance to 
USF's $855,000 payment to Gribben. Touche relied on a 
written representation of the principal financial officers of 
USF that Gribben was independent and on misleading 
explanations of Walter and John B. Halverson (“Halverson”), 
USF's executive vice president 4//, that the USF -- Grubb & 
Ellis -- Gribben transactions represented a complex trans- 





action meant to satisfy everyone’s tax objectives (which 
objectives were unspecified) and constituted an inseparable 
unit not susceptible to separate analysis. 


Had Touche’penetrated this transaction rather than having 
placed reliance upon management's representations as to its 
purpose, the evolving pattern of manufacturing profits 
would have been evident at an earlier stage. 


The 1971 Audit 


Circumstances surrounding the commencement of Touche’s 
1971 audit of USF should have caused it to approach the 
audit with the highest degree of skepticism. In October 
1971, at the time Touche was prepared to commence the 
audit, Touche was terminated by USF, which then engaged 
Haskins & Sells (“H&S”). On January 21, 1972, Walter 
terminated H&S 5/, and on the following day USF re- 
engaged Touche. In addition, Touche’s experience on the 
1970 audit indicated that USF was increasingly dependent 
on a relatively small number of large and complex transactions 
to achieve its income goals. It was also aware that manage- 
ment was aggressively seeking income to meet stated growth 
objectives. 


In connection with the audit, Touche discovered that USF 
had structured a number of year-end transactions to give 

the appearance of income when in fact the income from 
these transactions could not properly be recognized in 1971. 
Touche required USF to defer $13 million of profits which 
reduced its previously calculated unaudited net income by 
nearly 60%. 


The circumstances should have required Touche to extend 
substantially its auditing procedures in respect to the re- 
maining transactions and to regard management represen- 
tations with extreme care. Under such conditions, it is the 
Commission’s view that Touche should have given closer 
consideration to criteria for revenue recognition including 
evidence of the purchaser’s financial strength, effective 
control of the properties, control of the buyer by the seller 
and uncertainty as to the amount of costs to be incurred by 
the seller. While Touche did prepare a checklist with which 
to review USF’s real estate transactions, the guidelines on 
the checklist, including a question regarding the source of 
funds received by USF from such transactions were not con- 
sistently applied in evaluating the transactions. 


Among the fraudulent real estate transactions on which 
USF improperly recognized revenue and profits in 1971 
were the following: 


Palm Springs Mobile Country Club (“PSMCC”) 


On March 26, 1971, USF sold PSMCC to National Com- 
munity Builders (“NCB”) for $5,750,000 in a “swap” trans- 
action whereby USF also bought property from NCB. Be- 
cause of the “swap,” of which Touche was aware, USF 
could not recognize the $1.9 million net profit realized on 
the sale in the first quarter of 1971. In an effort to perfect 
such profit, however, on April 13, 1971, USF caused NCB 
to sell PSMCC to TSL, Inc. ("TSL”), 6/ a USF nominee of 
which Gribben was nominal owner, and USF then improper- 
ly recognized these revenues and profits in the second 
quarter of 1971. 


SEC DOCKET/595 








TSL, on December 31. 1971, sold PSMCC to Carlsbery Re- 
sources Corp. (“Carlsberg”) which had the right to “put” 
PSMCC back to TSL. At Carlsberg’s insistence, USF 
guaranteed TSL’s performance under the agreement. Carls- 
berg had 120 days to examine the PSMCC property and 
books and decide whether to put the property back to TSL. 
In a separate agreement, USF agreed to guarantee Carlsberg 
a cash flow of $105,000 per annum on the property in the 
event the put was not exercised. 


It is the Commission’s view that Touche should have deter- 
mined from the evidence available that TSL was in fact a 
nominee of USF without independent economic substance. 
7/ Such a determination would have led to the conclusion 
that no profit should have been realized on the transaction 
since a put option to TSL remained outstanding on the 
property at the date the auditor’s opinion was signed. 8/ 


Coastal Land Corporation (“CLC”) 


On December 27, 1971 USF sold certain mobile home 
parks to CLC for approximately $19.2 million, receiving 
approximately $1.9 million cash and the remainder in 
long-term notes. USF improperly recognized approximately 
$3 million in profit in 1971 from the sale. USF had ac- 
quired the parks from Boise Cascade Corp. (“Boise”) in Sep- 
tember 1971 purportedly “in-trust” for CLC pursuant to a 
September 10, 1971 agreement between CLC and USF 
which was contingent upon closing prior to year-end 1971. 
On November 24, 1971 USF and CLC purportedly re- 
scinded the September 10 agreement (but for one park 
which was syndicated to certain of USF's officers and 
directors) because of CLC’s purported inability to obtain 
the cash down payment. 9/ 


CLC thereafter obtained the requisite $1.9 million cash down 
payment through a loan in that amount from Union Bank of 
California, San Diego. The loan was nominally guaranteed 
by Bayview Investments ("BI"), a Walter nominee, but was 
actually secured by Walter’s pledge of 80,000 shares of 

USF stock. 


In connection with Touche’s audit of the CLC transaction, 
Touche made extensive inquiries as to the source of CLC’s 
$1.9 million down payment because of the following con- 
cerns Touche had regarding CLC’s affiliates’ other trans- 
actions with USF: that CLC was owned by Richard W. 
Arneson, Jr., (“Arneson”); that Arneson together with 
Dennis P. Hill (“Hill”) were the nominal owners of A-H 
Properties ("A-H”), which entity was indebted to USF as of 
November 1971 in the amount of approximately $15.2 
million and was in default on such debt; that A-H and USF 
were involved in a $4.5 million sale and lease-back trans- 
action whereby A-H sold to and leased-back from USF the 
land underlying certain A-H properties in December 1971 
10 / to partially fund the elimination of A-H’s delinquent 
secured debt and certain unsecured “advances” from USF; 
and that USF had given A-H a guarantee against loss from 
operations and other expenses until 80% occupancy was 
reached on the properties, which had not been accomplished 
as of the 1971 audit. 


Because of Touche’s concern that CLC’s down payment 


might have been funded indirectiy by USF through A-H, 
Touche determined that Union Bank had loaned the funds 
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to CLC, and that the loan was guaranteed by an unnamed 
corporation (BI) which purportedly used its undisclosed 
credit sources to support the guarantee. A Touche repre- 
sentative stated during the Commission’s investigation that 
Touche’s concurrence with the recordation of the profits 
“realized” from the transaction was conditioned on a nega- 
tive determination of “no direct or indirect involvement” 
in the CLC loan by USF, its officers or directors. 







Touche requested from USF certain financial information 
concerning CLC and A-H but was informed by Walter that 
such information was not available. Touche did not contact 
Union Bank to inquire whether USF or any of USF’s 
officers or directors were directly or indirectly involved in 
the CLC loan. Touche requested from Arneson a representa- 
tion that USF and its affiliated persons were not “directly or 
indirectly involved,” Arneson stated in a written representa- 
tion that USF's officers “were not directly involved.” 

While Arneson failed to disclaim in writing any indirect 
involvement, Touche’s representative felt assured from his 
concurrent conversation with Arneson that there was also 
no indirect involvement, Touche received a representation 
letter from counsel to the unnamed corporate guarantor of 
the CLC loan (BI) which stated that the unnamed corpo- 
ration had undisclosed beneficial owners (who were in fact 
Arneson and Hill) whom counsel refused to identify to 
Touche, and that the corporation used its credit sources as a 
basis for its guaranty, which credit sources were not identi- 
fied. Touche further received from Walter an intentionally 
false and misleading written representation intended to 
deceive Touche that “neither USF... nor any affiliated 
persons have guaranteed, either directly or indirectly any 
obligation of CLC.” Touche relied upon the above repre- 
sentations and concurred in USF's profit recognition from 
the CLC transaction. 











It is the view of the Commission that had Touche's con- 
firmation procedures included a direct inquiry to Union 
Bank and had Touche insisted upon knowing the identity 
of the corporate guarantor, it is likely that Walter’s involve- 
ment in the loan would have come to light -- despite Walter's 
express representations to the contrary. 


Relationship with Predecessor Auditors 


As previously noted, Touche succeeded H&S in the 1971 
audit. During the course of Touche’s audit it reviewed some 
of H&S’s work papers prepared during the course of the 
latter’s brief engagement, but in the view of the Com- 

mission communication between the firms was not as com- 
plete as it should have been. When one auditor succeeds 
another, be it on the same engagement or on a different one, 
it is important that the successor obtain access to and care- 
fully review the results of the predecessor’s work. In most 
instances, this will entail some review of the predecessor's 
work papers. In other instances, it may require discussions 
with those responsible for the predecessor’s work. Ifa 
client refuses to permit such discussions, such a refusal 
should constitute a reason for rejecting the engagement. It 
is essential that both the successor and the predecessor be 
fully advised of the reasons surrounding the termination and 
the new engagement, of any questions raised or problems 
encountered in the audit by the terminated firm, and of any 
other relevant circumstances, so that the public interest that 
the accounting profession is supposed to protect will be 
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properly served. No one’s interests are served by one in- 
dependent accountant not revealing information known to 
it which may bear upon the work of another independent 
accountant who is examining financial statements which 
are destined to be disseminated to the public or filed with 
the Commission. As the Commission has previously 
pointed out, the public accountant’s first duty is to safe- 
guard the public interest, not that of his client. 10a/ 


Summary 


While it appears that Touche was deliberately misled in 
many respects by USF’s management in the course of the 
1970 and 1971 audits, Touche’s failure in a number of re- 
spects to conduct these engagements in accordance with 
generally accepted auditing standards makes Touche re- 
sponsible for certifying financial statements which proved 
to be materially false and misleading. 11./ As the Com- 
mission stated in its report on McKesson & Robbins, Inc.: 
12/ 


".. We believe that... [with respect to] examinations 
for corporations whose securities are held by the 

public, accountants can be expected to detect gross 
overstatements of assets and profits, whether re- 

sulting from fraud or otherwise. We believe that 
alertness on the part of the entire [audit] staff, coupled 
with intelligent analysis by experienced accountants of 
the manner of doing business, should detect overstate- 
ments in the accounts, regardless of their cause, long 
before they assume the magnitude reached in this 

case. Furthermore, an examination of this kind should 
not, in our opinion, exclude the highest officers of the 
corporation from its appraisal of the manner in which 


the business under review is conducted ... [W]e feel 
that the discovery of gross ovetstatements in the ac- 
counts is a major purpose of... an audit...” 


Although Touche’s San Diego, California, office was 
primarily responsible for the audits in question, Touche 
partners from other offices, including the national office, 
also participated in and were consulted with respect to 
certain aspects of the audits. They also planned and super- 
vised a review of certain USF audit programs and working 
papers, as well as the findings, conclusions and accounting 
principles to be followed. While every firm is responsible 
for the opinions issued by any of its partners, the involve- 
ment in this case of other partners and offices of Touche, 
as is customary and expected of a national accounting firm, 
emphasizes that the firm as a whole must share the re- 
sponsibility. 


In accepting the offer of settlement, the Commission has 
considered the fact that Touche, with one exception noted 
below, has not previously been subject to disciplinary or 
enforcement proceedings instituted by the Commission 
and that the one exception 13 / arose out of conduct 
which occurred in connection with financial statements 

for the year 1947. In accepting Touche’s undertaking to 
adopt certain procedures to strengthen its existing ones, 
the Commission does not contemplate that they will en- 
compass steps which are other than required by generally 
accepted auditing standards. Rather, Touche and the Com- 
mission contemplate that these procedures will improve 
Touche’s ability to carry out its responsibility to exercise 
due professional care in the conduct of its future engage- 





ments. While we do not believe that any form of procedure 
can ever be a substitute for the kind of healthy skepticism 
which a good audit requires, we anticipate that these pro- 
cedures will materially aid in the performance of the firm’s 
responsibility. 14 / In this connection, our order will speci- 
fically direct Touche to strengthen its procedures so that all 
future audit engagements will include a specific review to 
determine any private involvement of the management and 
other related persons in corporate transactions reflected in 
financial statements under examination. Fundamental to 
financial reporting is the assumption that financial state- 
ments reflect the results of arm’s-length bargaining between 
independent parties. The presence of transactions between 
affiliates inevitably raises questions as to the meaningfulness 
of the resulting information. Further, as is apparent in this 
case, it should raise broader questions as to the reliability 
and completeness of the information being provided. It is 
for this reason, among others, that the Commission has long 
required that transactions which involve persons related to 
the management of a filing corporation be specifically dis- 
closed to the Commission and public investors. 15 / 


In reviewing significant transactions, it is not enough for 
auditors to accumulate documents relating to the trans- 
actions. It is critical that an analysis be made of trans- 
actions and all of their ramifications, including any involve- 
ment management or persons acting for management may 
have in such transactions. It is equally insufficient to obtain 
negative assurances that no such involvement is present if at 
the same time all of the details are not known as to the 
various transactions in question. Thus, for example, when 

an accountant becomes aware that a party to a transaction 
has received a guarantee or some other form of assurance 
which may relieve him of some risk of loss, it is critical 

that the accountant not only receive assurances that such 
guarantee does not involve members of management, but also 
that he obtain information concerning the nature and ex- 
tent of the guarantee, as well as the identity of the guarantor. 
It is only when armed with that information that the 
accountant may properly evaluate whether or not the 
transaction, including the guarantee, will be properly re- 
ported. 


In view of the above findings, the Commission concludes 
that Touche engaged in improper professional conduct. 


Under the terms of its offer of settlement, Touche, without 
admitting or denying the Commission’s findings and solely 

for the purpose of settlement, consented to the entry of an 
order embodying the following sanctions. 


Accordingly, 1T 1S ORDERED that proceedings pursuant to 
Rule 2(e) of the Commission’s Rules of Practice be, and 
they hereby are, instituted against Touche Ross & Co. 


IT |S FURTHER ORDERED that, subject to the terms 
and conditions provided in the offer of settlement Touche 
Ross & Co., be, and it hereby is: 


A. Censured by the Commission. 


B. Required to adopt, maintain and comply with pro- 
cedures which shall be submitted to the Commission for its 
review and approval within thirty (30) days after the date 
hereof, to prevent future violations of the federal securities 
laws, which procedures shall provide, among other things, 
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as a means of strengthening Touche’s procedures 


(1) That in all audit engagements specific review shall be 
made which is designed to determine the management's 
direct or indirect involvement in material transactions 
which are included in the financial statements; 


(2) For the formulation and implementation of qualitative 
office review procedures requiring periodic review at least 
once every two years of all Touche offices under the con- 
trol and supervision of Touche’s national staff to evaluate 
and ensure the quality of the audit engagements of such 
offices. 


C. In order to ascertain that Touche is conducting its pro- 
fessional practice in compliance with paragraph B above, 
an investigation, which shall be conducted at the 

expense of Touche, shall be conducted by the Com- 
mission in accordance with methods and procedures 
adopted or approved by it by the use of members of the 
profession in public practice selected or approved by the 
Chief Accountant of the Commission or, at its option, by 
use of qualified professional accountants drawn from its 
own staff. Provided, however, that in those instances 
where persons conducting the aforesaid investigation are 
not members of the Commission's staff such persons (who 
shall be given a copy of these Findings, Opinion and Order 
and Consent) shall hold in confidence the fact that such 
persons are engaged in such investigation as well as all 
information, books, papers, records, documents or other 
materials obtained and/or utilized during the course of such 
investigation is conducted by persons other than members 
of the Commission's staff, shall be submitted to the Com- 
mission only and shall be the sole property of the Com- 
mission and shall be maintained in the Commission’s non- 
public investigative files. Nothing herein is intended in any 
way to alter or amend the powers or jurisdiction of the 
Commission. 


D. For a period of twelve (12) months after the date of 
this order, Touche’s San Diego, California, branch office 
will not accept or undertake any new prefessional engage- 
ment which can be expected to result, within iwelve (12) 
months from the date of such engagement, in filings, sub- 
missions or certifications with the Commission. For the 
purpose of such offer of settlement, “new professional 
engagement” is defined to mean an engagement entered 
into after five (5) days subsequent to the effective date 

of this order between Touche’s San Diego, California, 
branch office and any person or corporation subject to the 
disclosure requirements of the Securities Act of 1933, the 
Securities Exchange Act of 1934, the Investment Company 
Act of 1940, the Investment Advisers Act of 1940, the 
Trust Indenture Act of 1939 and the Public Utility Holding 
Company Act of 1935. Nothing herein shall be construed 
to affect the right or obligation of Touche’s San Diego, 
California, branch office during this twelve (12) month 
period to perform its normal functions and services for 
existing clients (including activities requiring filings, sub- 
missions or certifications with the Commission), or to under- 
take engagements for new clients which cannot be expected 
to result, within twelve (12) months from the date of such 
engagement, in filings, submissions or certifications with 
the Commission. 
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E. Touche will not accept or undertake any new profes- 
sional engagement of any client whose business, revenues 
and net profit (loss) is materially derived from real estate 
development or sales, including financing related thereto, as 
defined herein, which engagement can be expected to re- 
sult, within twelve (12) months from the date of such 
engagement, in filings, submissions, or certifications with 
the Commission until the Chief Accountant of the Com- 
mission is satisfied that adequate audit guides and programs 
for application have been adopted, including appropriate 
testing thereof as applied to audits. For the purposes of 
such offer of settlement, “new professional engagement” is 
defined to mean an engagement entered into after five (5) 
days subsequent to the effective date of this order between 
Touche and any person or corporation subject to the dis- 
closure requirements of the Securities Act of 1933, the 
Securities Exchange Act of 1934, the Investment Company 
Act of 1940, the Investment Advisers Act of 1940, the 
Trust Indenture Act of 1939 and the Public Utility Holding 
Company of 1935. For the purposes of such offer of 
settlement, “any client whose business revenues and/or 

net profit (loss) is materially derived from real estate 
development, or sales, including financing related thereto,” 
is defined to mean any client at least twenty-five (25) per- 
cent of whose gross revenues or pre-tax net profits (losses) 
were derived from real estate development or sales, includ- 
ing financing related thereto, within two (2) of the prece- 
ding three (3) fiscal years. Nothing herein shall be con- 
strued to affect the right or obligation of Touche during 
this twelve (12) month period to perform its normal func- 
tions and services for existing clients (including activities 
requiring filings, submissions or certifications with the Com- 
mission), or to undertake engagements for new clients 
which cannot be expected to result, within twelve (12) 
months from the date of such engagement, in filings, sub- 
missions or certifications with the Commission. 


F. The Commission shall retain jurisdiction of this matter 
pending final receipt of a report of investigation referred to 
in paragraph C above and thereafter for either the taking, if 
necessary, of appropriate action to ensure compliance, in- 
cluding but not limited to the re-opening of these proceed- 
ings for the imposition of such other and further relief as 
may be required under the circumstances, or the approval 
of the report and termination, on notice, of this proceeding. 


By the Commission (Commissioner Pollack not partici- 
pating). 


George A. Fitzsimmons 
Secretary 


1/ Prior to 1969, USF was engaged in the developrnent, 
construction and sale of single family residential homes 
and home sites. During 1969, 1970 and 1971, USF's re- 
ported income was derived primarily from real estate 
financing and the development and sale of multiple family 
and commercial real estate projects. USF’s common stock 
was listed on the New York Stock Exchange on December 
29, 1970 and was delisted on December 10, 1973. 


2/ Securities and Exchange Commission v. U.S. Financial, 
Inc., et al., 74 Civil 92-S (S.D. Cal., February 25, 1974). 






3/ Our findings are not binding upon any other persons 
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against whom proceedings may be brought as a result of 
the investigation. 


3a_/ See Accounting Series Release No. 95, December 28, 
1962. 


4/ \In December 1971, Halverson became USF’s president 
and chief operating officer. 

5/ Areport of USF’s Audit Committee submitted to the 
Board of USF in mid-February 1972 stated: “2. The 
January 1972 termination of HS was motivated in part by 
the inability of HS to complete the 1971 audit by the end 
of February, in part by an incompatibility which developed 
between management and HS and in part by potential dis- 
agreements as to matters of accounting principles. 3. The 
potential disagreements as to accounting principles between 
the management of USF and HS involved the question of 
when income should be recognized by USF in the following 
types of transactions: (a) Commissions, fees, and financing- 
type income received in cash by USF in 1971 from joint 
ventures or partnerships in which USF had an interest, 
where the cash received by USF came out of moneys 

loaned by USF. (b) Gains, profits and commissions income 
received by USF in 1971 where USF’s profit or gain was 
represented at the end of 1971 by notes rather than cash, 
or where USF had a continuing cash investment in the 
transaction or had a contingent obligation to supply funds.” 
Touche received a copy of the Audit Committee Report 
shortly thereafter. 


6/ USF could direct NCB to sell PSMCC to a buyer chosen 
by USF for the same sales price of $5,750,000 pursuant to 
the March 26, 1971 sales agreement. 


7/ Touche knew that a $375,000 note given by TSL to 
NCB as part of TSL’s down payment for the purchase of 
PSMCC was paid with a $375,000 advance by Walter to 
TSL, that the stock of PSMCC secured TSL’s debt to USF, 
assumed from NCB in connection with TSL’s purported 
purchase, that under a management agreement USF was 
obligated to pay all operating expenses of PSMCC, and that 
TSL assumed BMC’s “interest” in two of the three properties 
purportedly sold to BMC as described above. Touche also 
had in its possession TSL’s unaudited balance sheet as of 
December 31, 1971, which showed that all of TSL’s assets 
were acquired from USF and all of TSL’s liabilities were 
owed to USF. Touche did not obtain TSL’s income state- 
ment. 


8/ In any event, Touche did not contact Carlsberg to 
determine the likelihood of the “put” being exercised but 
relied upon Walter’s representation that exercise of the 
“put” was highly unlikely after April 15, 1972. Touche is- 
sued its certificate on April 21, 1972, at about the same 
time that Carlsberg indicated its intention to put PSMCC to 
TSL. 


9/ The November 24 rescission letter was a fiction created 
by Walter at year-end and back dated to support Walter’s 
claim that USF be allowed to recognize the $1 million com- 
mission paid USF by Boise in connection with the trans- 
action as income rather than a reduction in cost basis, which 
sum USF improperly recognized in the third quarter of 
1971, and that USF be allowed to recognize an additional 
$3 million in sale income as a result of the December ai, 


1971 purported resale to CLC. 


10 / The properties were sold to Equity Investment Corp., 
predecessor of A-H, a 35% - owned USF affiliate, on Decem- 
ber 31, 1969. Arneson and Hill purportedly purchased 
Equity Investment Corp. from that company’s stockholders 
in April 1970. 


10a/ See, e. g., In the Matter of McKesson & Robbins, Inc., 
Accounting Series Release No. 19 (1940). 


11/ As stated in the AICPA’s recently issued Statement on 
Auditing Standards 8110.05 (1973), which was substantially 
a restatement of existing practice, in making an ordinary 
examination, the auditor must be alert to and recognize 
“the possibility that fraud may exist” and that fraud, “if 
sufficiently material, may affect his opinion on the financial 
statements...” Accordingly, “his examination, made in 
accordance with generally accepted auditing standards, 
gives consideration to this possibility,” even though the 
ordinary examination is not “primarily or specifically de- 
signed” to detect fraud. The failure, therefore, to conduct 
an examination in accordance with generally accepted 
auditing standards means that the auditor is responsible for 
his failure to detect fraud when such failure results from a 
departure from auditing standards. 


12/ In the Matter of McKesson & Robbins, Inc., Account- 
ing Series Release No. 19 (1940). 


13./ In the Matter of Touche, Niven, Bailey & Smart, 37 
S.E.C. 629 (1957). 


14/ “Due professional care” requires the exercise of a 
“critical review at every level of supervision of the work 
done and the judgment exercised by those assisting in the 
examination.” AICPA Statement on Auditing Standards, 
supra 8230.02. As previously described in the CPA Hand- 
book, 


“On the negative side of care there is the avoidance 

of negligence and the kind of laziness that is satisfied 
with a task only partly done or performed by rote in a 
reverie more appropriate to an assembly bench than to 
an audit examination. On the positive side there are 

the requirements that each person engaged in an exam- 
ination must be aware of the purpose of what he is doing, 
must understand and perform with mental alertness, 
inquisitiveness, and a sense of responsibility, even those 
tasks which may appear to be routine, and must re- 
spond diligently by further inquiries or examinations 

to circumstances indicating them to be necessary. The 
auditor should carry out his examination with an 
attitude of healthy skepticism which seeks corroboration 
of explanations offered for matters that have aroused 
questions in his mind, particularly when those expla- 
nations come from persons who could have personal 
reasons for diverting further inquiry. Care is required 
even when personal acquaintanceship with the client 

or its employees and their unquestioned reputation in 
the community for the highest standards of righteous- 
ness and probity, may appear to justify complete re- 
liance on them. In such cases it is desirable to keep three 
facts in mind: 


1. An independent examination is a check on representa- 
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tions of management however honest and competent that 
management may be, and reliance on managerial virtues is 
not a check. 


2. Banks sometimes make character loans, but there is no 
such thing as a character audit. 


3. Defalcations are nearly always perpetrated by old and 
trusted employees of good reputation.” 


Wilcox, “Professional Standards,” CPA Handbook, Vol. I, 
Chapter 13, pp. 11- 12 (American Institute of Account- 
ants, 1952). 


15/ See, for example, Item 20 of Form S-1, requiring dis- 
closure of the interests of management and others in certain 
corporate transactions. 





SECURITIES ACT OF 1933 
Release No. 5460/February 26, 1974 


TEMPORARY SUSPENSION OF THE REGULATION A 
EXEMPTION OF PAMCO CAPITAL CORPORATION 


The Securities and Exchange Commission has issued an 
order temporarily suspending the Regulation A exemption 
from registration under the Securities Act of 1933 with 
respect to a public offering of securities of Pamco Capital 
Corporation ("Pamco”) of New York, New York. Harper 
Johnson Co., Inc., of New York, New York, was the named 
underwriter of the offering, which commenced on June 

4, 1973. 


Pursuant to a notification filed on March 28, 1973, Pamco 
offered 100,000 shares of its $.01 par value common stock 
at $.50 per share for an aggregate of $50,000. According 
to the order, the Commission has reason to believe that: 
(a) the offering circular of Pamco contains untrue state- 
ments of material facts and omits to state material facts 
necessary in order to make the statements, !n tight of the 


circumstances under which they were made, not misleading, 


particularly with respect to, among other things, the 
failure to disclose the identity of an undisclosed under- 
writer and the failure to accurately state the terms of the 
offering and the plan of distribution; (b) the terms and 
conditions of Regulation A have not been met, particularly 
with respect to the failure to accurately identify the di- 
rectors of the issuer; and (c) the offering was made in vio- 
lation of Section 17 of the Securities Act of 1933, as 
amended. 





SECURITIES ACT OF 1933 
Release No. 5461/February 25, 1974 


See Litigation Release No. 6258/February 25, 1974. 
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SECURITIES ACT OF 1933 
Release No. 5462/February 27, 1974 


Admin. Proc. File No. 3-4379 





In the Matter of 


ROBERT E. LEE 
2121 Nicholasville Road 
Lexington, Kentucky 


ORDER PERMANENTLY SUSPENDING ATTORNEY 
FROM PRACTICE BEFORE COMMISSION 


On October 29, 1973, the Commission issued an order, pur- 
suant to Rule 2(e) (3) of its Rules of Practice, temporarily 
suspending Robert E. Lee, an attorney, from appearing 

and practicing before it. That order was based on a judgment 
of the United States District Court for the Eastern District 
of Kentucky, affirmed on July 31, 1973 by the Court of 
Appeals for the Sixth Circuit, permanently enjoining Lee 
from further violating the anti-fraud provisions of Section 
17(a) of the Securities Act of 1933 and Section 10(b) of the 
Securities Exchange Act of 1934 and Rule 10b-5 thereunder. 
S.E.C. v. American Associated Systems, Inc., et al., Civil 
Action No. 2243. On January 7, 1974, the Supreme Court | 
denied Lee’s petition for a writ of certiorari. 











that Lee, though not formally a director of Associated 
Systems, acted as a de facto director and was a principal 
of its management company; that he prepared a quarterly ‘ 


The District Court, after trial, found, among other things, | 


report for Associated Systems and a prospectus for a subsi- 
diary’s stock offering which failed to disclose Associated 
Systems’ financial problems and the diversion to that com- 
pany and affiliated companies of the proceeds of another 
subsidiary’s stock offering; and that Lee also failed to dis- 
close those matters in his sale of Associated Systems stock. 


In November 1973, Lee petitioned the Commission to lift 
the temporary suspension. By order dated December 28, 
1973, the Commission denied the petition and directed 
that the matter be set down for hearing. However, prior 
to the date set for hearing, Lee, through counsel, withdrew 
his petition. Lee and counsel stated that they understood 
that the suspension would become permanent as a conse- 
quence of that withdrawal. 








Accordingly, 1T |S ORDERED, pursuant to Rule 2(e) (3) 
(ii) of the Commission’s Rules of Practice, that Robert E. 
Lee be, and he hereby is, permanently suspended from 
appearing or practicing before the Commission. 


For the Commission, by the Office of Opinions and Review, 
pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Release No. 5463/February 28, 1974 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 10661/February 28, 1974 


DIVISION OF CORPORATION FINANCE’S INTER- 
PRETATIONS OF RULE 145 AND RELATED MATTERS 


Rule 145, relating to the registration of certain reciassifi- 
cations and business combination transactions, was adopted 
under the Securities Act of 1933 ("the Act”) by the Securi- 
ties and Exchange Commission on October 6, 1972 in 
Securities Act Release No. 5316 and became effective on 
January 1, 1973. Since that time the Commission’s Di- 
vision of Corporation Finance has received a number of 
requests for interpretations with respect to various provi- 
sions of the Rule and with respect to other matters related 
to the operation of the Rule. In order to assist all persons 
in their understanding of, and their compliance with, Rule 
145, the Commission has authorized the publication of this 
interpretative release setting forth the current views and 
positions of its Division of Corporation Finance with 
respect to Rule 145 and related matters. 


The adoption of Rule 145 and the related rescission of 
Rule 133 reversed the Commission's long-standing “no 
sale” theory and expressly reflected its opinion that such an 
approach no longer served the best interests of investors. 
Generally, Rule 145 states that an “offer” or “sale” within 
the meaning of the Act is involved with respect to the 
security holders of a corporation or other person where, 
pursuant to statutory provisions, controlling instruments 
or otherwise, there is submitted for the vote or consent of 
such security holders a plan or agreement for: (1) reclassi- 
fications other than stock splits and changes in par value; 
(2) mergers, consolidations and similar plans of acquisition 
except where the sole purpose of such a transaction is to 
change an issuer’s domicile; and (3) certain transfers of 
assets for securities where there is a subsequent distribution 
of such securities to those voting on the transfer of the 
assets. In addition, Rule 145 provides that certain pre- 
liminary written announcements will be deemed not to be 
a prospectus or an offer to sell, and sets forth standards 
under which securities received in a Rule 145 transaction 
can be resold. 


The Division of Corporation Finance will continue to re- 
examine and reassess the effectiveness of the Rule and may 
recommend publication of additional interpretations or 
amendments to Rule 145 if the purposes and policies under- 
lying the Act and the Rule are not being fully implemented. 
Accordingly, all interested persons are invited to submit 
their views and suggestions for improving the operation of 
Rule 145 to Alan B. Leverson, Director, Division of Corpo- 
ration Finance, Securities and Exchange Commission, Wash- 
ington, D. C. 20549. 


The following illustrations, which are intended to supple- 
ment the explanation and analysis of Rule 145 set forth in 
Securities Act Release No. 5316, reflect the views of the 
Division of Corporation Finance as of the date of this re- 
lease notwithstanding any previous interpretations expressed 
to the contrary by the Division orally or in writing: It 
should be assumed in each of the following illustrations 

that the use of the means and instruments of interstate 
commerce or of the mails is involved and that no statutory 
exemption is applicable unless so stated. 
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|. Relationship of Rule 145 to Exemptions Set Forth in 
Sections 3 and 4 of the Act (See generally Preliminary Note 
to Rule 145). 


IIlustration A 


Facts: X Company proposes to issue common stock in 
exchange for the assets of Y Company after Y Company 
obtains the approval of its several stockholders, as required 
by state law, with respect to an agreement setting forth the 
terms and conditions of the exchange and providing for a 
distribution of the X Company common stock to the Y 
Company stockholders. X Company has determined that 
the private offering exemption afforded by Section 4(2) of 
the Act would be available for the transaction. 


Question: \n light of Rule 145, may X Company choose 
between relying upon the private offering exemption available 
under Section 4(2) and registering the securities to be issued 
in the transaction on Form S-14? 


Interpretative Response: Yes, X Company may choose bet- 
ween relying upon the private offering exemption available 
under Section 4(2) and registering the securities to be issued 
in the transaction on Form $14. Rule 145 does not affect 
statutory exemptions which are otherwise available. How- 
ever, by virtue of Rule 145(a) (3) (B), X Company may 
register the securities to be issued in the transaction on 
Form $-14 so that an affiliate of Y Company would be able 
to resell immediately his securities pursuant to the registra- 
tion statement, if such resales are so disclosed in the regis- 
tration statement, or subject to the limitations referred to 
in Rule 145(d). 


Interpretative Response: Yes, X Company may choose 
between relying upon the private offering exemption 
available under Section 4(2) and registering the securities 
to be issued in the transaction on Form S-14. Rule 145 
does not affect statutory exemptions which are otherwise 
available. However, since the transaction is one specified 
in Rule 145(a) (3) (B), X Company may register the 
securities to be issued in the transaction on Form S-14 so 
that an affiliate of Y Company would be able to resell 
immediately his securities either pursuant to the registra- 
tion statement, if requisite information regarding resales is 
disclosed in the registration statement, or else subject to the 
limitations referred to in Rule 145(d). 
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Illustration B 


Facts: X Company, an insurance company organized and 
regulated under the laws of State A, intends to establish Y 
Company, a corporation organized under the laws of State A, 
and to effect a Rule 145 type transaction which would 
result in Y Company becoming a statutory insurance hold- 
ing company and the stockholders of X Company receiving 
securities of Y Company in return for their holdings. 

Among other things, the laws of State A, in this type of 
situation, expressly authorize its Commissioner of In- 
surance to hold a hearing and to make a finding on the 
fairness to the stockholders of X Company of the terms and 
the conditions of the transaction. The Commissioner is 
required to give appropriate notice of the hearing, and of 
their right to appear, to all stockholders of X Company prior 
to the hearing. 


Question: Assuming that the Commissioner holds such a 
hearing and makes the appropriate findings, may Y Company 
rely upon the exemption afforded by Section 3(a) (10) of 
the Act notwithstanding that the transaction comes within 
Rule 145? 


Interpretative Response: Yes. Rule 145 does not affect 
the availability of any exemption which is otherwise avail- 
able so that an issuer may rely upon the exemption afforded 
by Section 3(a) (10) of the Act if all of the conditions of 
that exemption are met. Inasmuch as Section 3(a) (10) 
provides an exemption for the initial issuance of securities 
but not for the resale of such securities, it should be 

noted that an issuer may choose to register the securities to 
be issued in the transaction on Form S$-14 or $1 in order 
to be more certain of the status under the Act of public 
resales by underwriters of securities received in the trans- 
action. 


liiustration C 


Facts: _X Company, a corporation organized and existing 
under the laws of State A, has a class of preferred stock 

and a class of common stock outstanding. X Company is 
now considering a plan of reclassification which, if approved 
by the requisite majority of each class, would result in X 
Company having only one class of equity securities out- 
standing. X Company has determined that it will not u- 
tilize the services of a proxy soliciting firm. 


Question: May X Company rely upon the exemption 
afforded by Section 3(a) (9) of the Act notwithstanding 
that the transaction comes within Rule 145? 


Interpretative Response: Yes. Assuming that all the 
requirements of that exemption are met, then X Company 
may rely upon the exemption afforded by Section 3(a) (9) 
of the Act because Rule 145 does not affect the availability 
of any statutory exemption which is otherwise available. 


Illustration D 


Facts: _X Company proposes to acquire Y Company ina 
Rule 145 type transaction which will involve the issuance 

of X Company common stock with a readily ascertainable 
aggregate market value of $275,000 to the stockholders of 
Y Company. 
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Question D-1: May X Company rely upon the limited 
exemption afforded by Regulation A under Section 3(b) of 
the Act? 







Interpretative Response: Yes. Rule 145 does not affect 
the availability of any exemption which is otherwise avail- 
able so that an issuer may choose to rely upon the small 
offering exemption afforded by Section 3(b). It should be 
noted, however, that Regulation A is a conditional exemption 
which necessitates compliance with all the express terms 

and conditions of that Regulation, including Rule 253 
thereunder which may require certain escrow arrangements 
as well as limitations on sales by persons other than the issuer, 





Question D-2: What types of disclosure should X Company 
make in a Regulation A offering circular covering a Rule 145 
type transaction? 





Interpretative Response: \nasmuch as the items contained 
in the Form 1-A Notification, and the instructions thereto, 
as well as the Schedule | requirements for information to be 
included in the offering circular, were not adopted with Rule 
145 type transactions in mind, persons filing offering cir- 
culars pursuant to Regulation A for such a transaction should 
disclose the type of information required by Form S-14. How 
ever, the certification of financial statements for such an 
offering circular remains subject to the requirements of Regu- 
lation A. Because novel questions may arise in this area, it is 
suggested that issuers consult with the appropriate Regional 
Office of the Commission before filing. 


Question D-3: \f Regulation A is relied on, may the affiliate 

(s) of Y Company subsequently resell limited quantities of X 
Company securities received in the transaction in accordance 
with Rule 145(d) without being deemed to be “underwriters” 
within the meaning of Rule 145(c)? 





Interpretative Response: No. Rule 145(d) is only appli- 
cable to “registered securities acquired” in a Rule 145 trans- 
action. Inasmuch as X Company has not registered its 
securities on Form S-14 or $1, but has availed itself of the 
exemption afforded by Regulation A under Section 3(b) of 
the Act, the affiliate(s) of Y Company must comply with all 
the terms and conditions of that Regulation, which would 
ordinarily require that a second Regulation A filing be made. 
It should be noted that the aggregate dollar amount of any 
resales within twelve months by affiliates would need to be 
computed and applied against the dollar limitation set forth 
in Section 3(b) of the Act and Rule 254 thereunder. 





Il. Application of Rule 145 to Various Types of Reclassi- 
fications and Business Combination Transactions (See Para- 
graph (a) of Rule 145). 


Illustration A 


Facts: X Company has aclass of preferred stock and a class 
of common stock outstanding. As required by the laws of its 
state of incorporation, X Company intends to submit to both 
classes of its stockholders a plan of recapitalization, which, if 
approved by the requisite majority of each class, would provié 
among other things, for a three-for-one stock split with re- 
spect to the common stock and for a simultaneous exchange 0! 
eight shares of common stock for each share of preferred stoc 
In order to assure adoption of the plan, X Company has re- 
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tained the services of P Company, a proxy soliciting firm 


which will actively solicit proxies for approval of the plan. 
Question: 
ration for its services and the exemption afforded by Section 
3(a) (9) of the Act is, accordingly, not available, does Rule 
145 require registration of the securities to be issued in 
connection with the stock split and preferred stock ex- 
change? 


rd 


Interpretative Response: Yes. Because this single plan of 
recapitalization involves a reclassification of one class of 
securities in addition to a stock split of the other class of 
securities (which in and of itself would not have to be regis- 
tered under these circumstances because of the exception 
set forth in Rute 145(a) (1)), the entire transaction would 
be considered to be a reclassification within the meaning of 
Rule 145(a) (1) and the securities to be issued in the trans- 
action would have to be registered on Form S-14 or S-1. 


Illustration B 


Facts: \n order to change its domicile, X Company, a 
corporation organized and existing under the laws of State 
A with its only class of outstanding securities registered 
under the Securities Exchange Act of 1934 ("the Exchange 
Act”), proposes to effect a statutory merger with Y Com- 
pany, its newly-created wholly-owned subsidiary which was 
organized under the laws of State B. Y Company’s Articles 
of Incorporation are similar to X Company’s Articles of 
Incorporation except that Y Company’s charter contains a 
substantially broader corporate purpose provision and 
authorizes a class of preferred stock. As a result of this 
proposed transaction, which is subject to stockholder 
approval, stockholders’ pre-emptive rights and cumulative 
voting rights would be eliminated. 


Question: Does Rule 145 require the registration of the 
securities to be issued in this transaction? 


Interpretative Response: No. While a statutory merger is 
deemed to involve a “sale” within the meaning of Section 
2(3) of the Act, Rule 145(a) (2) provides a specific ex- 
ception “where the sole purpose of the transaction is to 
change an issuer’s domicile.” Notwithstanding the inclu 
sion of a broader corporate purpose provision and the 
authorization of another class of securities in the charter 
and notwithstanding the effects on the pre-emptive and 
cumulative voting rights of X Company's stockholders, the 
exception would be applicable. It should be noted that 
since X Company is a reporting company under the Ex- 
change Act, any changes in stockholders’ rights should be 
disclosed pursuant to the applicable proxy rules. 


Illustration C 


Facts: X Trust is a voluntary association of a type of 
commonly known as a Massachusetts business trust and is 
treated as a real estate investment trust for tax purposes 
under the applicable provisions of the Internal Revenue 
Code of 1954, as amended. For various business reasons, 
X Trust intends to reorganize as a corporate entity under 
the laws of a state other than Massachusetts by calling a 
special meeting of holders of beneficial interests to vote on 
an agreement setting forth the terms and conditions of the 
reorganization. 


Question: May this transaction be effected without regis- 
tration under the Act on the basis of the change-of-domicile 
exception set forth in Rule 145 (a) (2)? 


Interpretative Response: No. Regardless of where the new 
corporate entity is domiciled, the exception set forth in Rule 
145(a) (2) is not applicable because the transaction involves 
a significant change in the form of the issuer's legal entity 
and results in a significant change in a security holders’s 
economic interest. Accordingly, absent an applicable 
statutory exemption, the securities issued in the transaction 
are required to be registered under the Act. 


I/lustration D 


Facts: X Bank, chartered under the laws of State A, pro- 
poses to enter into an agreement and plan of reorganization 
which, if approved by its stockholders, will result in X Bank 
becoming a wholly-owned subsidiary (except for directors’ 
qualifying shares) of a newly-formed holding company, X 
Bancshares, organized under the laws of State B. Following 
the reorganization, the former stockholders of X Bank will 
have the same relative equity interest in X Bancshares; the 
directors of X Bank will be the directors of X Bancshares; 
and initially the sole asset of X Bancshares will be the stock 
of X Bank. 


Question: May this transaction be effected without regis- 
tration under the Act on the basis of the change-in-domicile 
exception set forth in Rule 145(a) (2)? 


Interpretative Response: No. \Inasmuch as the trans- 
action involves significant changes in the issuer’s basic 
organizational structure, the exception set forth in Rule 
145(a) (2) is not applicable. Accordingly, absent an appli- 
cable statutory exemption, the securities issued in the trans- 
action are required to be registered under the Act. 


Ilustration E 


Facts: X Company proposes to acquire at least 80% of 
the outstanding common stock of Y Company by offering 
its common stock to the stockholders of Y Company in ex- 
change for their Y Company common stock in a transaction 
intended to qualify as a taxfree reorganization pursuant to 
Section 368 (a) (1) (B) of the Internal Revenue Code of 1954, 
as amended. 


Question: \s Rule 145 applicable to such an exchange offer 
so that X Company can utilize Form S-14? 


Interpretative Response: No. Rule 145 and Form S-14 are 
not applicable to "B” type reorganizations. Absent a statu- 
tory exemption, the securities issued in the transaction 
would have to be registered under the Act on Form S-1 or on 
another form if applicable. 


I/lustration F 


Facts: The board of directors of X Company is consider- 
ing an offer by Y Company whereby a significant portion 
(but not substantially all) of X Company’s assets will be 
transferred to Y Company in return for shares of Y Com- 
pany common stock which would be distributed to the 
stockholders of X Company on a pro-rata basis. Although 
not required to do so by state law or by X Company’s cer- 
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tificate of incorporation or by-laws, X Company’s board of 
directors will submit the matter to the stockholders of X 
Company for their authorization. 


Question: Assuming that no statutory exemption is avail- 
able, is Rule 145 applicable to this proposed transaction? 
Interpretative Response: Yes. Rule 145(a) (3) states that: 
(a) “sale” shall be deemed to be involved, within the mean- 
ing of Section 2(3) of the Act, so far as the security holders 
of a corporation... are concerned where, pursuant to 
statutory provisions... or similar controlling instruments, 
or otherwise, there is submitted for the vote or consent of 
such security holders a plan or agreement for . . . transfers 
of assets. (emphasis added) 


Accordingly, inasmuch as the board of directors in its dis- 
cretion has determined to submit the matter to stockholders, 
Rule 145 is applicable and the transaction may be regis- 
tered on Form $14 or $1. 


/11. Communications Deemed Not To Be a”Prospectus” 
or “Offer to Sell” For Purposes of Rule 145 (See Para- 
graph (b) of Rule 145; see also Securities Act Release 
Nos. 4697 (May 28, 1964), 5009 (October 7, 1969) and 
5180 (August 16, 1977)). 


//lustration 


Facts: |X Company and Y Company are about to sign an 
agreement in principle setting forth their understanding 
with respect to a proposed merger of the two companies 
which will be registered pursuant to Rule 145. One condi- 
tion set forth in the agreement in principle requires that, 
prior to the consummation of the merger, Y Company 
divest itself of a significant subsidiary in order to avoid 
potential problems under the Federal anti-trust laws. Al- 
though not set forth in the agreement in principle, it is 
clear from the preliminary negotiations that, subsequent to 
the merger, certain assets of Y Company will be liquidated 
because their book vaiue is materially lower than their 
market value. 


Question: Does Rule 145(b) prohibit the announcement 
of these facts prior to the filing of a registration statement? 


Interpretative Response: No. Rule 145(b) (1) describes 
communications which will be deemed not to be a “pros- 
pectus” or “offer to sell” as defined in the Act. Inasmuch 
as the divestiture of a significant subsidiary is a material 
part of the transaction, and will have a material effect on 
the business of one party, it should be disclosed. To the 
extent that the assets to be liquidated are material to Y 
Company’s operations, this plan should also be disclosed. 


IV. Resales of Securities Acquired in Rule 145 Transactions 
(See Paragraphs (c), (d) and (e) of Rule 145). 


Illustration A 


Facts: X Company filed a registration statement on Form 
S1 covering the proposed issuance of its common stock 
(but not covering the resale thereof) in connection with a 
proposed acquisition of Y Company in a Rule 145 type 
statutory merger which, if approved by Y Company’s 
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stockholders, would result in Y Company’s stockholders 
receiving common stock of X Company. X Company’s 
registration statement indicates that, for accounting pur- 
poses, the acquisition will be treated as a purchase. 


Question A-1: Assuming for the purposes of this question 
only that A is a controlling person of X Company and also 
owns common stock of Y Company, would his resales of 
the X Company common stock which he receives in this 
transaction be subject to the limitations of Rule 145(d)? 


Interpretative Response: No. Inasmuch as Acontrols X 
Company, he is already deemed to be an affiliate of X 
Company and is subject to the provisions of Rule 144. 
Accordingly, the resale of any additional shares of X 
Company common stock, which he acquires in a Rule 145 
transaction or otherwise, is subject to the provisions of 
Rule 144. 


Question A-2: Assuming for the purposes of this question 
only that B does not own any common stock of X Com- 
pany but is a controlling person of Y Company and that 
after the merger he will become a controlling person of 

X Company, would his resales of the X Company common 
stock which he receives in this transaction be subject to 
the limitations of Rule 145(d). 


Interpretative Response: No. Inasmuch as B will become 
a controlling person of X Company, he would be deemed to 
be an affiliate of X Company. By virtue of his becoming 
an affiliate of X Company, B would become subject to Rule 
144 and the resale of all of his X Company common stock 
would be subject to the provisions of Rule 144. 


Question A-3: Assuming for the purposes of this question 
only that C is an affiliate of Y Company but not of X Com- 
pany; what restrictions are imposed by Rule 145(d) on C’s 
public resale of the X Company common stock which he 
receives in the Rule 145 transaction? 


Interpretative Response: Rule 145(d) would permit C to 
resell X Company securities received in the Rule 145 trans- 
action subject to the provisions of paragraphs (c), (e), (f) 
and (g) of Rule 144. It should be noted that neither the 
two year holding period requirement nor the notice of sale 
requirement of Rule 144 would be applicable to C’s sales 
pursuant to Rule 145(d). 


Question A-4: Assuming for the purposes of this question 
only that D is not an affiliate of X Company or of Y Com- 
pany and that his only relationship to the transaction is 
that he owns Y Company common stock, some of which 
was purchased previously in a private offering, would D be 
immediately free to resell publicly all of the X Company 
common stock which he receives in the transaction? 


Interpretative Response: Yes. Since D is not an affiliate 
of X Company or Y Company then he is not deemed to be 
an underwriter with respect to the securities he receives in 
the Rule 145 transaction. Accordingly, D is immediately 
free to resell publicly all of the X Company common stock 
which he receives in the transaction regardless of whether 
some of his Y Company common stock was restricted. 


Question A-5: \f X Company’s registration statement dis- 
closed that, for accounting purposes, the acquisition would 
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be treated as a pooling-of-interests, would this have any 
effect upon the resale of X Company stock acquired in the 
transaction? 


Interpretative Response: Yes. Although a pooling-of-inter- 


ests accounting treatment would not affect the operation of 
Rule 145, in order to preserve such accounting treatment, 
the Commission’s Accounting Series Release Nos. 130 _ 
(September 29, 1972) and 135 (January 5, 1973) states 
that the requisite risk sharing will have occurred if the 
affiliates of X Company and Y Company do not publicly 

or privately resell any of the X Company securities received 
in the transaction until such time as financial results 
covering at least 30 days of post merger combined oper- 
ations have been published. 


Illustration B 


Facts: _X Company has employed the services of P Com- 
pany, a proxy soliciting firm, in connection with its pro- 
posed plan to acquire Y Company ina Rule 145 type 
transaction which will be registered on a Form S-14. 


Question: Would P Company be deemed to be an under- 
writer for the purposes of Rule 145? 


Interpretative Response: No. Assuming that P Company 
simply performs logistical and ministerial functions, does 
not acquire any X Company securities, and does not parti- 
cipate in any risk in the distribution of the X Company 
securities issued in the transaction, P Company would not 
be deemed to be an underwriter. It should be noted that 
this interpretation has no bearing on whether an investment 
banker involved in a Rule 145 type transaction would be 
deemed to be an underwriter. Such a question can only be 
resolved on the basis of all the facts of a particular case. 


V. Related Matters 
Illustration A 


Facts: X Company, a corporation subject to the proxy 
rules under the Exchange Act, intends to acquire Y Com- 
pany, another corporation subject to the proxy rules under 
the Exchange Act, in a Rule 145 type transaction. 


Question A-1: Assuming that both companies will solicit 
proxies for the transaction, what filing fees would be paid 
by X Company and Y Company? 


Interpretative Response: X Company would pay the 

same statutory fee as any other issuer when it files its regis- 
tration statement, which fee would be computed in ac- 
cordance with Section 6 of the Act and Rule 457 there- 
under, and would not make any separate filing or pay any 
separate fee under the Exchange Act for the proxy material 
contained in said registration statement by virtue of Rules 
14c-5(e) and 14a-6(j) under the Exchange Act, unless it 
specifically elects to make a proxy filing separate and apart 
from its registration statement. Y Company, when it files 
its separate proxy statement or when it furnishes a letter 

for the Commission’s public files adopting the relevant 
Portions of X Company’s registration statement as its proxy 
material, would pay a filing fee of $500 in accordance with 
Rule 14a-6(i) (3) under the Exchange Act. 





Question A-2: Assuming that both companies will solicit 
proxies and that both companies desire to maintain the 
confidentiality of their filing(s) as long as possible, may X 
Company initially file its material pursuant to the proxy 
rules under*the Exchange Act and, if so, what fees would be 
paid by X Company and Y Company? 


Interpretative Response: The Division will not object if X 
Company makes its initial filing pursuant to the proxy rules 
under the Exchange Act in the form of preliminary proxy 
material so long as each company pays the required fee of 
$500 in accordance with Rule 14a-6(i) (3). Once X Com- 
pany receives comments from the Division’s staff, it may 
file its registration statement including amended proxy 
material on Form $14 or S-1 along with the statutory 
filing fee computed in accordance with Section 6 of the 
Act and Rule 457 thereunder, without any refund or re- 
duction based on its previous payment in connection with 
its proxy material. It should be noted that if the disclosure 
in X Company’s registration statement is responsive to the 
staff’s comments on the preliminary proxy material, a 
request for acceleration of the effective date of the regis- 
tration statement would ordinarily be granted. 


Question A-3: Assuming that only Y Company solicits 
proxies for the transaction, what filing fees would be paid 
by X Company and Y Company? 


Interpretative Response: When X Company files its regis- 
tration statement on Form S-14 or S-1, X Company would 
pay the same statutory fee as any issuer computed in ac- 
cordance with Section 6 of the Act and Rule 457 there- 
under. When Y Company files its proxy statement or when 
it furnishes a letter for the Commission’s public files 
adopting the relevant portions of X Company’s registration 
statement as its proxy material, it should pay a fee of 
$1,000 in accordance with Rule 14a-6(i) (3). 


I/lustration B 


Facts: X Company has been utilizing a Form S-1 “shelf 
registration” for the issuance of its securities, and for cer- 
tain resales thereof, in connection with a series of acquisi- 
tions, each of which, in and of itself, might have been 
effected without registration under the Act by virtue of the 
intrastate or private offering exemptions afforded by Sec- 
tions 3(a) (11) and 4(2) of the Act. X Company now in- 
tends to make an acquisition by means of a statutory merger 
subject to Rule 145 for which no other statutory exemption 
is available. 


Question B-1: May X Company utilize the Form S-1 shelf 
registration for the proposed Rule 145 transaction? 


Interpretative Response: Yes. Although X Company could 
file a new registration statement on Form S-14 or S-1 for 
the Rule 145 transaction, it can utilize the existing Form S-1 
shelf registration statement if sufficient shares are registered 
and the financial statements and other disclosures are 
current. 


Question B-2: \f X Company elects to utilize its shelf regis- 


tration for the merger, is additional information required to 
be included in its shelf registration statement? 
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Interpretative Response: Yes. The information required 
by Form $-14 should be set forth in a post-effective 
amendment to X Company’s shelf registration statement. 


IHustration C 


Facts: X Company intends to effect a short-form merger 
pursuant to state law whereby its ninety percent owned 

subsidiary, Y Company, would be merged into X Company 
without a vote or consent of Y Company’s minority stock- 
holders, who would receive common stock of X Company. 


Question C-1: \s this transaction subject to the registration 
requirements set forth in Section 5 of the Act? 


Interpretative Response: Yes. The issuance of X Com- 
pany common stock to the stockholders of Y Company 
would involve a “sale” within the meaning of Section 2(3) 
of the Act and, absent a statutory exemption, registration 
would be required. 


Question C-2: May the securities to be issued in this trans- 
action be registered pursuant to the Act on a Form S-14? 


Interpretative Response: Yes. Although Rule 145 is not 
applicable because a short-form merger does not involve a 
vote or consent of all the stockholders, the Division will 
not object to the use of Form $14 for the registration of 
the securities to be issued in this transaction. 


By the Commission. 


George A. Fitzsimmons 
Secretary 





SECURITIES ACT OF 1933 
Release No. 5464/February 28, 1974 


TEMPORARY SUSPENSION OF THE REGULATION A 
EXEMPTION OF SCIENTRONIC CORPOPATION 


The Securities and Exchange Commission has issued an 
order temporarily suspending the Regulation A exemption 
from registration under the Securities Act of 1933 with re- 
spect to a public offering of securities by Scientronic Cor- 
poration ("Scientronic”) of Pennsylvania. No underwriter 
was named for the proposed offering. 


Pursuant to a notification filed on May 23, 1973, Scien- 
tronic proposed to offer 1,000 convertible debentures at an 
offering price of $500 per debenture. According to the 
order, the Commission has reason to believe that: (a) the 
terms and conditions of Regulation A have not been com- 
plied with, particularly with respect to, among other things, 
the failure of Scientronic to include Items 10 and 11 of the 
Notification on Form 1-A as required by Rule 255, and the 
failure of the financial statements included in the offering 
circular to meet the requirements of Schedule |, paragraph 
11; (b) the offering circular of Scientronic contains untrue 
statements of Material facts and omits to state material 
facts necessary in order to make the statements made, in 
light of the circumstances under which they were made, 
not misleading, particularly with respect to, among other 
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things, the financial condition of Scientronic, the fact that 
Scientronic did not possess sufficient books and records to 
justify or support the financial and other information con- 
tained in its offering circular, and the state of product 
development and ability to commence manufacture of the 
product; and (c) the offering, if made, would be in violation 
of the registration provisions of Section 17 of the Securities 
Act of 1933, as amended. 





SECURITIES ACT OF 1932 
Release No. 5465/March 1, 1974 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 10663/March 1, 1974 


PROPOSED GUIDE 60, “PREPARATION OF REGIS- 
TRATION STATEMENTS RELATING TO INTERESTS 
IN REAL ESTATE LIMITED PARTNERSHIPS,” OF THE 
GUIDES FOR PREPARATION AND FILING OF REGIS- 
TRATION STATEMENTS (S7-517) 


The Commission today published for comment proposed 
Guide 60, “Preparation of Registration Statements Relating 
to Interests in Real Estate Limited Partnerships,” of the 
Guides for Preparation and Filing of Registration State- 
ments under the Securities Act of 1933 (“Act”) (Release No. 
4936, as amended). The Commission noted the significant 
number of registration statements relating to public offer- 
ings of interests in limited partnerships that intend to invest 
in real estate that have been filed under the Act and the 
questions that have arisen in connection with processing such 
filings. 1/ Processing of some of these filings has been 

time consuming for both registrants and the Commission's 
staff. 


The proposed Guide 60 is intended to minimize delays in 
the review of registration statements relating to real estate 
limited partnerships and also to assist issuers, accountants, 
attorneys and others in the preparation of such filings. The 
proposed Guide contains comments and suggestions that the 
Division of Corporation Finance has developed in its pro- 
cessing of such registration statements. Attention is parti- 
cularly directed to the paragraphs of the proposed Guide 
dealing with conflicts of interest, specifically where the 
proceeds of the offering are not committed to pro- 

perties at the effective date (paragraph 5), sales literature 
(paragraph 20) and the undertakings to file reports after 
effectiveness (paragraph 21). The Division of Corporation 
Finance has been applying the substance of the proposed 
Guide and will continue to apply said substance during the 
comment period and thereafter, unless the Guide is adopted 
in an amended form. 


The staff of the Commission is considering the feasibility of 
drafting guidelines relating to financial statements required 
in real estate limited partnership filings. If such guidelines 
are developed, they would be published for comment at a 
later date. 


The text of the proposed Guide 60 follows: 


60. Preparation of Registration Statements Relating to Inter- 
ests in Real Estate Limited Partnerships. 
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References to the General Partner and its affiliates are 
intended to include references to the General Partner(s), 
promoters of the partnership, and all persons that directly 
or indirectly, through one or more intermediaries, control 
or are controlled by or are under common control with, 
such General Partner(s) or promoters. 


It is suggested that the information in the prospectus be 
presented in the same order as the following comments. < 


1. COVER PAGE 


A. The cover page should set forth, in addition to basic 
information about the offering (see Guide 5), the termin- 
ation date of the offering, any minimum required pur- 
chase and any arrangements to place the funds received in 
an escrow, trust or similar arrangement. 


B. The cover page should contain a tabular presentation of 
the total maximum and minimum interests to be offered: 
Price Proceeds to the 
Partnership 


Selling 
to Public Commissions 





Per Limited Partnership 
Interest........ 


Total Minimum.... 
Total Maximum... 


C. The cover page should also contain, as noted in Guide 5 
(g), a brief identification of the material risks involved in 
the purchase of the securities with cross-reference to further 
discussion in the prospectus. The following risk factors 
should be identified, where applicable: 


(i) Tax Status 


(a) If the program has not applied for a tax ruling from the 
Internal Revenue Service (IRS) as to partnership tax status, 
or is otherwise relying on opinion of counsel as to tax 
status, the following disclosure is suggested: The program 
has received an opinion of counsel as to its status as a 
partnership for tax purposes and intends to rely upon such 
opinion. The opinion of counsel is not binding on the In- 
ternal Revenue Service. There can be no assurance that the 
program will not at some laier date be found to be an as- 
sociation taxable as a corporation, in which case the tax 
benefits associated with this offering would not be available. 


(b) If the program has requested a ruling, but the IRS 
proposes not to rule, or has notified registrant that it will 
rule adversely to the program, this should be disclosed and 
should be discussed in the opinion of counsel. 


(c) If the program has applied fora ruling from the Internal 
Revenue Service as to partnership tax status, but the ruling 
has not been received prior to effectiveness, the cover page 
should disclose that there is a pending ruling request before 
the IRS as to partnership tax status, that without such tax 
Status there can be no tax shelter, and that the registrant 
will proceed with the offering without a favorable ruling, or 
will put the funds received in an escrow, trust or similar 
arrangement pending receipt of the ruling, or whatever else 
the registrant proposes to do. 





(ii) Use of Proceeds. \f the proceeds of the offering are 
insufficient to meet the requirements for funds as set forth 
in the program’s investment objectives, disclosure of this 
fact should be made. 


(iii) Conflicts of interest. \f this offering involves trans- 
actions between the partnership and the General Partner or 
its affiliates which involve conflicts of interest, disclose 
should be made. 


2 SUITABILITY STANDARDS 


Standards to be utilized by the registrant (“suitability 
standards”) in determining the acceptance of subsc;iption 
agreements should be described immediately following the 
cover page. Suitability standards should include those 
established by the registrant, self-regulatory organizations 
or state agencies having jurisdiction over the offering of the 
securities. Registrant should disclose the method(s) it 
intends to employ to assure adherence to the suitability 
standards by persons selling the interests and should briefly 
discuss the factors pertaining to the need for such standards, 
such as lack of liquidity (resale or assignment of securities), 
importance of the investor’s Federal income tax bracket in 
terms of the tax benefits to be derived, the long term nature 
of the investment and adverse tax consequences of pre- 
mature sale. If suitability standards apply to resale of the 
interests, this restriction should be discussed. 


3. SUMMARY OF THE PROGRAM AND USE OF PRO- 
CEEDS 


A two part, concise outline summary relating to the program 
and a tabular summary of use of proceeds should foilow the 
Suitability section of the prospectus. These summaries may 
replace the Introductory Statement and Use of Proceeds 
sections required by the relevant Form if such sections 
would merely repeat the information in the summaries. In 
connection with this and other tabular presentations, regis- 
trants may want to consider obtaining copies of recent ef- 
fective prospectuses. 


A. Summary of the Program. The following information 
should be disclosed in outline form with appropriate cross- 
references, where applicable: 


(i) Name, address and telephone number of the General 
Partner and name of persons making investment decisions 
for the program; 


(ii) 
(iii) Compensation and Fees. State, if true, that the 


General Partner and its affiliates will receive substantial fees 
and profits in connection with the offering; 


The termination date of the program; 


(iv) Investment Objectives and Policies. If current dis- 
tributions are an investment objective, state the estimated 
maximum time from the closing date that the investor must 
wait to receive such distributions; 


(v) Properties. Describe briefly the properties to be pur- 
chased. If a material portion of the minimum net proceeds 
of the offering (allowing for reserves) is not committed to 
specific properties, so indicate; 
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(vi) Depreciation. Describe the depreciation method to 
be used; 


(vii) 
and 


Leverage. State the maximum leverage to be used; 


(viii) Glossary. Include a cross-reference to the Glossary. 


B. Use of Proceeds. The use of proceeds tabular summary 
will vary according to the program but should inciude, 
where appropriate, estimates of the public offering expenses 
(both organizational and sales), the amount available for 
investment, non-recurring initial investment fees, prepaid 
items and financing fees, cash down payments, and re- 
serves. Amounts to be paid to the General Partner and its 
affiliates should be identified. The summary should in- 
clude both dollar amounts and percentages of the maxi- 
mum and minimum proceeds of the offering. 


4. COMPENSATION AND FEES 


A. This section should include a summary tabular presenta- 
tion, itemizing by category and specifying dollar amounts 
where possible, of all compensation, fees, profits and other 
benefits (including reimbursement of out-of-pocket ex- 
penses) which the General Partner and its affiliates may 
earn or receive in connection with the offering or operation 
of the program. If more detailed information is required, 
it should be located in the Summary of Partnership Agree- 
ment section, with cross-reference to that Summary. The 
presentation should identify the person, including any 
affiliation with the General Partner, who will receive such 
compensation, fees, profits or benefits and the services to 
be performed by such person. 


The summary should be organized so as to indicate clearly 
whether the compensation relates to the offering and 
organizational stage, the developmental or acquisition stage, 
the operational stage or the termination and liquidation 
staye of the program. Separate subcaptions are recom- 
mended. 


The type of compensation, fees, profits or cther benefits 
that should be disclosed includes but is not limited to, the 
following: Fees and disbursements incident to the purchase 
and sale of the limited partnership interests, including sales 
commissions and reimbursements for expenses; real estate 
commissions; finders fees; property acquisition fees; fees 
for “marketing” or renting up of properties; financing or 
refinancing fees; management fees; insurance and miscell- 
aneous service fees; commissions and other fees to be paid 
upon sale of the partnership’s properties; participation by 
the General Partner in cash flow or profits and losses or 
capital gains and losses arising out of the operation, re- 
financing or sale of properties; fees or builder's profits, 
overhead absorption, and/or land write-ups; and all profits 
on the purchase of investments for the program from the 
General Partner or its affiliates. If the partnership agree- 
ment limits the losses the General Partner and its affiliates 
can sustain, this should be discussed. 


B. Maximum aggregate dollar front end fees to be paid 
during the first fiscal year of operation should be disclosed 
based upon the assumption that the program’s maximum 
leverage is utilized. 
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C. If material amounts of compensation or fees are to be 
paid to persons not affiliated with the General Partner, a 
separate heading should be provided entitled “Fees and 

Compensation Arrangements with Unaffiliated Persons,” 
and a tabular presentation describing such fees presented. 


D. Where compensation arrangements are based upon a 
formula or percentage, the assumptions underlying the 
dollar figures should be disclosed and the calculations 
underlying the figures should be submitted to the staff 
supplementally with the initial filing. Compensation based 
upon a given return (percentage of contributed investor 
capital) to investors should disclose whether such return 

is cumulative or non-cumulative. 


E. Where the General Partner or an affiliate receives a 
disproportionate interest in the program in relation to its 
own contribution, registrant’s attention is directed to 
Guide 6. A bar chart comparison of the various interests 
and contributors should be provided. 


5. CONFLICTS OF INTEREST 


A. This section should include a summary of each type of 
transaction which may result in a conflict between the 
interests of the public investors and those of the General 
Partner and its affiliates, and of the proposed method of 
dealing with such conflict. The types of conflicts of interest 
which should be disclosed and discussed, if appropriate, 
include, but are not limited to: 


(i) The General Partner is a general partner or an affiliate 
of the general partner in other investment entities (public 
and/or private) engaged in making similar investments or 
otherwise makes or arranges for similar investments. 


(ii) |The General Partner has the authority to invest the 
program’s funds in other programs in which the General 
Partner or an affiliate is the general partner or has an inter- 
est. 


(iii) Properties in which the General Partner or its affiliates 
have an interest are bought from or partnership properties 
are sold to the General Partner or its affiliates or entities in 
which they have an interest. Where appraisals are used in 
connection with any such transaction, it should be made 
clear that appraisals are only estimates of value and should 
not be relied on as measures of realizable value. If the 
General Partner might buy for the partnership any pro- 
perties in which it or any of its affiliates have a material 
interest prior to the effective date, such properties should 
be appropriately described in the prospectus along with the 
investment objectives of the partnership (see paragrapn 10, 
Investment Objectives and Policies). If it is disclosed in 

the prospectus that the partnership may purchase pro- 
perties in which the General Partner or its affiliates have a 
material interest, but no properties are described, and such 
properties are thereafter purchased for the partnership, the 
General Partner will have the heavy burden of demonstrating 
that it did not intend to purchase such property at the time 
the registration statement became effective. 


(iv) Affiliates of the General Partner who act as under- 
writers, real estate brokers or managers for the program, 
act in such capacities for other programs or entities. 
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(v) |The same counsel will represent both the partnership 
and the General Partner after the closing of the offering. 


(vi) An affiliate of the General Partner receives com- 
pensation as insurance agent for placing insurance on the 
program’s properties. 


(vii) An affiliate of the General Partner places mortgages 
for the program or otherwise acts as a finance broker, < 
receiving commissions for such services. 


(viii) An affiliate of the General Partner acts as underwriter 
for the offering, creating conflicts in performance of the 
underwriter’s due diligence obligations under the Securities 
Act. 


B. An organization chart should be included in this section 
showing the relationship between the various organizations 
managed or controlled by the General Partner or its affiliates 
that will do business with the program where the relation- 
ships are so complex that a graphic display would assist 
investors in understanding such relationships. 


6. FIDUCIARY RESPONSIBILITY OF THE GENERAL 
PARTNER 


A. Adiscussion of the fiduciary obligation owed by the 
General Partner to the Limited Partners should be set forth. 
The following disclosure is suggested with appropriate 
modification for the laws of the state of organization: 


A General Partner is accountable to a limited partnership 

as a fiduciary and consequently must exercise good faith 

and integrity in handling partnership affairs. This is a 
rapidly developing and changing area of the law and Limited 
Partners who have questions concerning the duties of the 
General Partner should consult with their counsel. 


B. Where the limited partnership agreement contains an 
exculpatory provision, the following disclosure is suggested, 
as modified to reflect the substance of the exculpatory pro- 
vision: 


The General Partner may not be liable to the Partnership or 
Limited Partners for errors in judgment or other acts or 
omissions not amounting to wilful misconduct or gross 
negligence, since provision has been made in the Agreement 
of Limited Partnership for indemnification of the General 
Partner. Therefore, purchasers of the interests may have a 
more limited right of action than they would have absent 
the limitation in the Partnership Agreement. To the extent 
that the exculpatory provisions purport to include indemni- 
fication for liabilities arising under the Securities Act of 
1933, in the opinion of the Securities and Exchange Com- 
mission, such indemnification is contrary to public policy 
and therefore unenforceable. 


Registrant’s attention is also directed to Note A of Rule 
460 under the Act relating to disclosure of indemnification 
agreements. 


7. RISK FACTORS 


A. This section should include a carefully organized series 
of short, concise subcaptioned paragraphs, with cross-refer- 
ences to fuller discussion where appropriate, summarizing 








the principal risk factors applicable to the offering and to 
the program’s particular plan of operation. See Guide 6 of 
the Guides. The risk factor section should be no more than 
two pages of the prospectus. 


B. Risk factors relating to the specific program should be 
discussed first. Such risks might include, where applicable: 


(i) where a ruling has been applied for, but not received as 
of the effective date, and an escrow or similar arrangement 
has been established, the fact that the investor’s money 
cannot be put to productive use and the risk that such situa- 
tion may continue for an indefinite period; 


(ii) where registrant has been advised by the IRS that it is 
going to rule adversely, the increased risk that the investor 
may lose all tax benefits associated with the investment; 


(iii) where no ruling from the IRS as to partnership tax 
status is sought, the greater risk resulting from the greater 
uncertainty as to the tax status of the partnership and as to 
the availability of tax benefits to the investor; 


(iv) management's lack of relevant experience, or manage- 
ment’s lack of success with similar programs or other real 
estate investments; 


(v) where the proceeds of the offering will be insufficient 
to meet the requirements of the program’s investment 
objectives, a discussion of the additional sources of capital 
for the program and of the risk of not being able to satisfy 
the program’s objectives as a result of not obtaining addition- 
al necessary funds; 


(vi) where the program has high risk investment objectives, 
including high leveraging, these should be explained; 


(vii) risks associated with contemplated rent stabilization 
programs, fuel or energy requirements or regulations, and 
construction in areas that are subject to environmental or 
other federal, state or local regulations, actual or pending; 


(viii) where a material portion of the minimum net pro- 
ceeds of the offering is not committed to specific properties, 
disclosure of the particular risks associated with an invest- 
ment in such an offering, including the increased uncertainty 
and risk to investors since they are unable to evaluate the 
manner in which the proceeds are to be invested and the 
economic merit of the particular real estate projects prior 

to investment, and since there may be a substantial period 
of time before the proceeds of the offering are invested, 

and therefore a delay to investors in receiving a return on 
their investment; 


(ix) the potential exposure of the Limited Partners to 
unlimited liability as general partners in situations where 

the partnership agreement provides certain rights (majority 
votes) to Limited Partners, such as the right to remove the 
General Partner, the right to cause dissolution of the partner- 
ship, the right to amend the partnership agreement, the 

right to sell all or substantially all the partnership assets, 

and other specified rights. 





C. Risk factors relating to real estate limited partnership 
offerings in general should be briefly discussed after those 
relating to the specific program. Such risks might include, 
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where applicable: 


(i) the risks associated with the ownership of real estate, 
including: uncertainty of cash flow to meet fixed and ma- 
turing obligations; adverse local market conditions; risks of 
“leveraging,” and uninsured losses. 


(ii) the principal federal income tax risks, including (a) 
the investor's likely exposure to substantial taxes upon a 
disposition of his interest (whether voluntary, as in a sale, 
or involuntary, as in a bankruptcy or other insolvency or 

on foreclosure), (b) that under certain circumstances an 
investor's tax liabilities may exceed his share of cash pro- 
ceeds upon a sale of program property, (c) that an audit of 
the partnership information return may result in an audit of 
an investor's tax return. 


& PRIOR PERFORMANCE OF THE GENERAL 
PARTNER AND AFFILIATES 


A. Atabular presentation providing a reasonable summary 
of the experience of the General Partner and its affiliates 
during the last five years in the investment of investor 
funds (all registered or exempted offerings, including 
private placements and intrastate offerings) in real estate. 
Where the investment objectives of any such prior programs 
were different from those of the program being registered, 
this should be disclosed. 


B. The information required by Item 16(e) of Form $1 

as it applies to the General Partner (its officers and directors, 
if a corporation) or any of its affiliates who may be doing 
business with the partnership should be included. 


C. Where any of such prior programs is experiencing an 
operating cash flow deficit, the “Annualized Deficit” for 
such program (the shortage of cash flow to pay for oper- 
ating expenses and debt service before any cash distri- 
butions to participants) should be disclosed. 


D. The amount of and reason for any contingent liabilities 
of the General Partner with regard to prior programs now 
in existence should be disclosed. 


9. MANAGEMENT 


If a material portion of the maximum net proceeds (allow- 
ing for reserves) is not committed to specific properties, 
disclosure should be made of the identity of the individuals 
who will make the investment decisions, with appropriate 
background information, including that required by Item 
16(e) of Form $1. 


10. INVESTMENT OBJECTIVES AND POLICIES 


A. Ifa material portion of the maximum net proceeds 
(allowing for reserves) is not committed to specific proper- 
ties, disclosure should be made of the nature of the property 
intended to be purchased (e.g., commercial, residential } 

and the criteria (e.g., cash return objective, method of 
depreciation, location) to be utilized in evaluating proposed 
investments. 


B. Disclosure should be made of any provisions of the 
partnership agreement, or any other agreement, which 
would allow a change in management or in investment 
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objectives. A description of how such change could be 
made should be included. 


C. If a program has as an investment objective a specific 
yield on the invested proceeds, such yield figures should 

be qualified to reflect the fact that they represent yield to 
the partnership, not on the cash investment of the issuer. It 
should be pointed out that the yield to the investor will be 
reduced substantially by the fees and expenses incurred prior 
to the purchase of properties and by the expenses of operation 
and maintenance of the properties. Where practical, the 
effective yield to the investor should be quantified. (See 
Guide 25). 


71. DESCRIPTION OF REAL ESTATE INVESTMENTS 


A. Risks associated with specified properties, such as com- 
petitive factors, environmental regulation, rent control regu- 
lation, fuel or energy requirements and regulation should be 
noted. 


B. Ifa material portion of the maximum net proceeds 
(allowing for reserves) is not committed to specific proper- 
ties, registrant should clearly indicate in the prospectus that 
the promoters have not identified any specific investments 
(other than any described in the prospectus). In the event 
specific property has been identified and there is a letter of 
intent, deposit agreement, or other agreement in principle 
to purchase the property, appropriate disclosure should be 
made. Further, if there is a written or oral plan to proceed 
with purchase of specific identifiable properties after 
effectiveness, appropriate disclosure should be made. 


12. FEDERAL TAX CONSEQUENCES 


A. General Instructions. This section should summarize 
under a series of appropriate headings all relevant federal 
and state tax aspects of the program. Proper citations 
should be used whenever reference is made to sections of 
the Internal Revenue Code ("The Code”), the Treasury 
Regulations, decided cases or other sources. Any opinion 
of tax counsel should be supported by an appropriate 

legal memorandum and should be filed as an exhibit to the 
original filing. Tax counsel should be aware that their 
opinion speaks as of the effective date. Such opinion should 
be updated for any material tax changes or events occurring 
subsequent to filing and prior to the effective date. Ruling 
requests (including amendments) and rulings should also be 
filed as exhibits with the original filing, or by amendment 
as soon thereafter as available. If in response to a request 
for ruling, the |RS proposes not to rule or to rule adversely, 
this must be disclosed. Any tax risk that has been disclosed 
in the risk factor section should be explained under the 
appropriate heading in this section. 


B. Partnership Status. This subsection should state whether 
an IRS ruling has been requested as to the entity’s classi- 
fication as a partnership for Federal income tax purposes. 
The contents of any ruling, including any conditions therein, 
should be summarized. It should be disclosed how the 
General Partner proposes in the future to maintain the net 
worth and other requirements which must be maintained in 
order for an entity to preserve its partnership tax status. 
(IRS Rev. Proc. 72-13). If no IRS ruling has been requested, 
the opinion of counsel as to partnership tax status should be 
summarized, and the risk of reclassification on audit by the 
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IRS should be disclosed. 


C. Taxation of Limited Partners. This subsection should 
summarize basic rules of partnership taxation, e. g., that a 
partnership is not a taxable entity, that each partner will be 
required to report on his Federal income tax return his 
distributive share of partnership income, gain, loss, deduction 
or credit and that a partner may be subject to tax on his 
distributive share of partnership income even if no cash is 
distributed. If the partnership agreement provides a special 
allocation among partners with respect to their distributive 
shares of any item of (1) income, gain, loss, deduction or 
credit or (2) overall taxable income or loss, an opinion of 
counsel should be submitted that the principal purpose of 
the special allocation is not tax avoidance or evasion under 
Section 704(b) (2) of the Code. 


D. Basis. This subsection should explain how the adjusted 
basis of a limited partner’s partnership interest is computed. 
The importance to basis of a partner’s proportionate share 
of the partnership’s nonrecourse loans should be explained. 
Whether or not the indebtedness incurred or to be incurred 
by the partnership will be nonrecourse should be stated. If 
there is a question as to whether particular nonrecourse 
loans will enter into basis of the partnership will be non- 
recourse should be stated. If there is a question as to 
whether particular nonrecourse loans will enter into basis 

of the partnership interests because they may be treated as 
capital rather than debt, or for other reasons, this should 

be disclosed. The limitation under Code Section 704(d) on 
the allowance of partnership losses should also be explained. 


Where appropriate, the treatment of a reduction of partner- 
ship liabilities as a distribution of money to the partners 
should be noted. 


lf a partnership acquires real estate from its General Partner, 
it should be disclosed that the mortgage indebtedness may 
be unavailable to step-up the basis of the Limited Partner’s 
interest even though the partnership purchased the real 
estate without assuming any personal liability on the 
indebtedness, if the General Partner assumed personal li- 
ability thereon when he purchased the real estate and re- 
tains such liability upon its sale to the partnership. 


If a nonrecourse loan to the partnership is guaranteed by 

the General Partner or its affiliates, disclosure should be 
made that such loan may on audit be treated as a non- 
recourse loan which does not enter into basis of the partner- 
ship interests. 


E. Depreciation and Recapture. This subsection should 
explain the method, or methods, of depreciation to be used 
by the partnership on its depreciable property. Depreciation 
recapture may be explained here with appropriate cross- 
references to sections on Sale of Partnership Property and 
Sale of Partnership Interests. 


F. Deductibility of Prepaid and Other Expenses. As to 
prepaid interest, Rev. Rul. 68-643 should be summarized to 
the extent applicable. It should be explained that if a part- 
nership takes a large deduction for prepaid interest in its 
first year of operation, having little or no income in such 
year, the IRS may determine that the prepayment created a 
material distortion of income at the partnership level and 
require that it be allocated over the term of the loan. 








As to construction expenses for real estate, it should be 
explained which expenses are deductible (e.g., interim 
commitment fees, rent up fees, FHA mortgage insurance 
premiums). Similarly, the nondeductibility of certain 
permanent mortgage fees should be disclosed. As to 
management fees, it should be explained to what extent 
they are deductible by the partnership. 


G. Section 183. The possible impact of this Code section 
on investors lacking a profit objective in investing in any 

tax shelter program which is expected to generate annual net 
losses for tax purposes for a period of years should be dis- 
cussed. The discussion should note that the section may 
apply to the Limited Partners of a partnership notwith- 
standing any profit objective the partnership itself may be 
deemed to have. 


H. Sale or Foreclosure of Partnership Property. Tiere 
should be an explanation of the tax treatment of a sale, at 
a gain or loss, of partnership property, including appro- 
priate reference to depreciation recapture. 


If appropriate, the tax treatment of dealer property should 
be explained. Should the sale of condominium units in 
which the partnership has an interest be contemplated, it 
should be pointed out that such units may be treated as 
dealer property. 


Where appropriate, it should be emphasized that the amount 
realized on a sale of partnership property includes liabilities 
encumbering the property from which the partnership is 
relieved as a result of the sale, and that the partner’s tax 
liabilities resulting from such sale may exceed any cash pro- 
ceeds distributed from the sale. 


The tax treatment of a foreclosure of partnership property 
should be explained. 


In the case of subsidized housing, it should be noted that 
the partnership may elect nonrecognition of gain under 
Code Sec. 1039 on a sale to approved tenant groups. 


|. Sale or Redemption of Partnership Interests. The fre- 
quently adverse tax consequences to a selling Limited Partner 
resulting from the ordinary income treatment of any sales 
proceeds attributable to unrealized receivables or substan- 
tially appreciated inventory under Code Sec. 751 shouid be 
explained. It should be noted that depreciation recapture is 
an unrealized receivable. 


The tax treatment of sales by a transferee Limited Partner 
should also be explained. Whether or not the partnership 
will make the election under Code Section 754 should be 
stated, together with the possible adverse tax consequences 
to a transferee Limited Partner should the Section 754 
election not be made. 


J. Dissolution or Liquidation of the Partnership. The tax 
consequences to a Limited Partner of partnership dissolution 
should be explained. 


K. State and Local Taxes. \t should be disclosed whether 
nonresident Limited Partners will be subject to tax and/or 
have to file tax returns in the state or states where the 
partnership will be registered or where it owns properties. 
In the event that nonresident investors may be subject to 
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tax in such state or states, the tax rates which may be appli- 
cable should be noted. 


L. Tax Returns and Tax Information. \t should be disclosed 
what kind of tax information will be supplied to Limited 
Partners and when, and whether the same kind of infor- 
mation will also be supplied to assignees who are not sub- 
stitute limited partners. 


It should be explained that the information return filed by 
the partnership may be audited and that such audit may 
result in adjustments. Any adjustment of the partnership 
information return would at a minimum require a partner 
to file an amended return and possibly may result in an 
audit of the partner’s own return. Any audit of a partner’s 
return could result in adjustments of nonpartnership as well 
as partnership income and losses. 


13. GLOSSARY 


Definitions should be provided for all terms that are used 
in the prospectus which are technical in nature or which 
are susceptible to varying methods of computation, e.g., 
acquisition fees, book value, capital contribution, cash flow, 
cash available for distribution, construction fees, cost of 
property, development fee, net worth, organizations and 
offering expenses, profit, program management fee and 
property management fee. For purposes of uniformity, it 
is suggested that these definitions conform to those that 
appear in the Rules for the Offer and Sale of Real Estate 
Programs of the Midwest Securities Commissioners’ As- 
sociation, or that any variations, and the economic effect 
thereof, be disclosed. 


14. SUMMARY OF PARTNERSHIP AGREEMENT AND 
REPORTS TO INVESTORS 


A brief summary of the material provisions of the Limited 
Partnership Agreement should be included. 


15. REPORTS TO INVESTORS 


The registrant should disclose all reports and other docu- 
ments that will be furnished to Limited Partners as required 
by the program’s Limited Partnership Agreement and the 
undertakings to the registration statement. 


In particular, registrant should disclose: (1) whether the 
financial information contained in such reports will be pre- 
pared on an accrual basis in accordance with generally ac- 
cepted accounting principles, with a reconciliation with re- 
spect to information furnished to investors for income tax 
purposes; (2) whether certified independent public ac- 
countants will certify the annual report; (3) whether the 
annual report will be provided to investors within 90 days 
following the close of the partnership’s fiscal year; (4) that 

a detailed statement of any transactions with the General 
Partner or its affiliates, and of fees, commissions, com- 
pensation and other benefits paid, or accrued to the 

General Partner or its affiliates for the fiscal year completed, 
showing the amount paid or accrued to each recipient and 
the services performed, will be furnished to each investor 

at least on an annual basis pursuant to the registrant’s under- 
taking; (5) that the information specified by Form 7-Q (if 
such report is required to be filed with the Commission) will 
be furnished to investors within 45 days of the close of each 
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quarterly fiscal period pursuant to the registrant’s under- 
taking; and (6) if the registrant has applied for, but not re- 
ceived an IRS ruling as to the tax status at the time of 
effectiveness of the registration statement, that the regis- 
trant will promptly notify each investor, in writing, pur- 
suant to its undertaking, of the receipt of the ruling or of 
an adverse ruling or refusal to rule by the IRS. 







16. THE OFFERING -- DESCRIPTION OF THE UNITS 


In addition to the disclosure required by the relevant items 
of Form $1 or S11, disclosure should be made of all re- 
strictions on transfer of the interests, including those in the 
Partnership Agreement, those imposed by state suitability 
standards or blue sky laws, and those resulting from the 
tax laws. 


17. REDEMPTION, REPURCHASE AND RIGHT OF 
PRESENTMENT AGREEMENTS 


There should be a discussion of any provisions in the pro- 
gram that allow the General Partner or its affiliates to re- 
deem or repurchase the offered security or that allow the 
investor to seek redemption or repurchase. The conditions 
or formulae used, e. g., purchase price less capital returns, } 
should also be disclosed. Registrant should be careful to 
appropriately describe the investor’s right -- whether it be 
redemption, repurchase, or merely a right of presentment. 

The discussion should include the following factors: 





(1) That appraisals are simply estimates of value and may 
not necessarily correspond to realizable value; 


(2) The order in which redemption requests will be honored 
(post mark or other objective standard); 





(3) Whether the General Partner and its affiliates will defer 
their redemption requests until requests for redemption by 
the Limited Partner public investors have been met; 


(4) The source and amount of funds (together with any 
legal or practical limitations) available for this purpose; 


(5) The circumstances under which a later request will be 
honored, while an earlier request is still pending; 





(6) Tax consequences related to redemption; 


(7) The period of time during which a redemption request 
may be pending prior to its being granted or rejected; 


(8) Whether there is to be an allocation of funds among 
partners requesting redemption in circumstances where 
redemption requests exceed funds available for this purpose; 


(9) Whether the Limited Partner must hold an interest in 
the partnership for a specified period prior to making a re- 
demption request; and 


(10) A detailed statement of the procedure that must be 
followed in order to redeem or seek repurchase of the 
interest, including the forms that must be presented, and 
whether signature guarantees will be required. 













18. CAPITALIZATION 
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Disclosure should be made in accordance with Form $1 or 
$11, as appropriate. 


19. PLAN OF DISTRIBUTION 


A If there is an understanding or arrangement, whether 
written or oral, between the registrant and any broker or 
dealer, relating to the distribution of the interests, which is 
intended to be finalized after effectiveness of the registra- 
tion statement, such understanding or arrangement should 
be disclosed. 


B. If, after the registration statement becomes effective, the 
registrant enters into any selling arrangement which calls 

for the payment of more than the usual and customary 
compensation, a sticker supplement (Rule 424(c)) des- 
cribing such arrangement should be filed. 


C. It should be disclosed whether registrant intends to pay 
referral or similar fees to any accountants, attorneys, or 
other persons in connection with the distribution of the 
interests. 


D. If the General Partner or its affiliates intend to pur- 
chase interests, and such interests will be included in 
satisfying the minimum offering requirements, it should 
be disclosed whether such interests will be held for invest- 
ment or resold. 


20. SUMMARY OF PROMOTIONAL AND SALES 
MATERIAL 


A. The sales material should present a balanced discussion 
of both risk and reward. 


B. Asection which identifies all selling materials proposed 
to be transmitted to prospective investors should be inclu- 
ded. The selling material should be appropriately identified 
by title and character and should be separately categorized 
either as the registrant’s material or that of another person. 
lf material provided by the latter is to be used, state the 
name of the author and publication and the date of prior 
publication, if any, identify any persons who are quoted 
without being identified, and, except in the case of a public 
official document or statement, state whether or not the 
consent of the author and publication have been obtained 
for the use of the material as sales literature. Selling ma- 
terials include memoranda, summary descriptions, graphics, 
supplemental exhibits, media advertising, charts and 
pictures relating to the offering of the security. 


C. For material developed subsequent to the effective date, 
a “sticker” supplement (424(c) prospectus) should be filed 
to describe any new sales material. 


D. Any material that is intended to be furnished to 
investors orally or in writing, other than that which is used 
for internal purposes of the registrant, and including all 
material described in paragraph B above, should be sub- 
mitted to the staff supplementally, prior to its use. For 
purposes of this paragraph, the definition of sales material 
includes all marketing memoranda that are sent to broker/ 
dealers or other sales personnel. Staff comments, if any, 
will be made orally. Registrant is advised to check with the 
staff before using sales material that has been submitted to 
the staff. 


E. Wherever public sales meetings or seminars are to be 
employed to discuss the offering, individually or in con- 
junction with other tax sheltered offerings, the staff should 
be provided, as supplemental information, copies of any 
written scripts or outlines which are prepared for use in 
such meetings a reasonable time prior to their use. 


F. The contents of the above sales material or sales meetings 
should be consistent with the representations in the pros- 
spectus. Reference in such sales material or at such sales 
meetings to Federal income tax treatment of the program 
and its investors should refer to either a ruling of the IRS or 
an opinion of counsel. Counsel should be named, his ac- 
knowledgment furnished with respect to such use, and any 
qualification contained in counsel's opinion included in 

such material. Where the program has not sought a ruling as 
to the tax status (partnership) from the IRS and is relying on 
an opinion of counsel, it should be clearly indicated that an 
opinion of counsel is not binding on the IRS and that the 
absence of a ruling may expose an investor to greater risk 
than would be in the case if a ruling had been obtained. 


21. UNDERTAKINGS 


A. The following undertaking with appropriate modi- 
fications to suit the particular case should be included in 
the registration statement if the securities to be registered 
are to be offered in a continuous offering over an extended 
period of time: 


The registrant uncertakes (a) to file any prospectuses re- 
quired by Section 10(a) (3) as post-effective amendments to 
the registration statement, (b) that for the purpose of 
determining any liability under the Act each such post-ef- 
fective amendments may be deemed to be a new registra- 
tion statement relating to the securities offered therein and 
the offering of such securities at that time may be deemed 
to be the initial bona fide offering thereof, (c) that all post- 
effective amendments will comply with the applicable 
forms, rules and regulations of the Commission in effect at 
the time such post-effective amendments are filed, and (d) 
to remove from registration by means of a post-effective 
amendment any of the securities being registered which re- 
main at the termination of the offering. 


B. The following undertaking should be included in every 
registration statement: 


The registrant undertakes to send to each limited partner at 
least on an annual basis a detailed statement of any trans- 
actions with the General Partner or its affiliates, and of fees, 
commissions, compensation and other benefits paid, or 
accrued to the General Partner or its affiliates for the fiscal 
year completed, showing the amount paid or accrued to 
each recipient and the services performed. 


C. The following undertaking should be included in every 
registration statement: 


The registrant undertakes to send to the limited partners, 
within 45 days of the close of each quarterly fiscal period, 
the information specified by Form 7-Q, if such report is 
required to be filed with the Commission. 


D. The following undertaking relating to investment of the 
proceeds of an offering in which a material portion of the 
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maximum net proceeds (allowing for reserves) is not com- 
mitted to specific properties should be included in the 
registration statement: 


The registrant undertakes to file a current report on Form 
8K to reflect each commitment involving the use of 15% 
or more (on a cumulative basis) of the net proceeds of the 
offering and to provide the information contained in such 
report to the Limited Partners at least once each quarter. 
The report to Limited Partners will contain the full 
financial statements required by Form &K, or, at the 
discretion of the registrant, a summary of the full financial 
statements with a statement that the full financials will be 
sent upon request. 


The registrant undertakes to file a sticker supplement pur- 
suant to Rule 424(c) under the Act to reflect each such 
commitment made during the offering period and to con- 
solidate all such stickers into a post-effective amendment 
filed at least once every three months. Such sticker 
supplement should also disclose all compensation and fees 
received by the General Partner(s) or its affiliates in con- 
nection with any such acquisition. 


NOTE: Offers and sales of the interests may continue 
after the filing of a post-effective amendment containing 
information previously disclosed in sticker supplements to 
the prospectus, as long as the information disclosed in the 
sticker supplements was complete. 


E. If the registrant has applied for a ruling from the IRS 
as to tax status, and has not received it at the time of 
effectiveness: 


The registrant undertakes to promptly notify each investor, 
in writing, of the receipt of the ruling or of an adverse 
ruling or refusal to rule by the IRS, and undertakes to file 
with the Commission a Form 8-K describing such event. 


The Commission hereby proposes Guide 60, “Preparation of 
Registration Statements Relating to Interests in Real Estate 
Limited Partnerships,” for comment pursuant to Sections 

7 and 10 of the Act. All interested persons ere invited to 
submit their views and comments on the foregoing proposal 
in writing to George A. Fitzsimmons, Secretary, Securities 
and Exchange Commission, Washington, D. C. 20549, on 

or before April 15, 1974. Such communications should 
refer to File No. S7-517 and will be available for public 
inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ In the calendar year 1973, 67 registration statements 
covering over $700,000,000 of interests in real estate 
limited partnerships were filed with the Commission. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 10654/February 25, 1974 


See Securities Act Release No. 5459/February 25, 1974. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10655/February 25, 1974 


The Securities and Exchange Commission has issued a 
notice giving interested persons until March 7 to request a 
hearing on applications of the Boston Stock Exchange for 
unlisted trading privileges in the common stocks and 
other specified securities of the following companies: 


BEKER INDUSTRIES CORP. 

BOWMAR INSTRUMENT CORP. 

BRITISH PETROLEUM COMPANY LIMITED (American 
shares) 

CHAMPION SPARK PLUG CO. 

DATA GENERAL CORP. 

FOSTER WHEELER CORP. 

KAUFMAN & BROAD, INC. 

MARLENNAN CORP. 

MASCO CORP. 

MURPHY OIL CORP. 

TESORO PETROLEUM CORP. (Warrants expiring 1976) 

U.S. FREIGHT CO. 

UTAH INTERNATIONAL INC. 

WASTE MANAGEMENT, INC. 

WILLIAMS COMPANIES (Warrants Series A - expiring 
1976) 


An order has also been issued granting the applications of 
the following stock exchanges for unlisted trading privileges 
in the common stocks of the specified companies: 

Boston Stock Exchange 

ARCHER - DANIELS - MIDLAND CO. 

CAVANAGH COMMUNITIES CORP. 

GENESCO INCORPORATED 


LEHMAN CORP. 
U.S. INDUSTRIES, INC. 


Detroit Stock Exchange 
SOUTHERN NATURAL RESOURCES, INC. 
PBW Stock Exchange Inc. 


W. T. GRANT COMPANY 
HOUSTON NATURAL GAS CORPORATION 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10656/February 25, 1974 





See Litigation Release No. 6258/February 25, 1974 












































SECURITIES EXCHANGE ACT OF 1934 
Release No. 10657/February 26, 1974 


The Securities and Exchange Commission announced pur- 
suant to Section 15(c) (5) of the Securities Exchange Act 
of 1934 ("Exchange Act”) the temporary suspension of 
over-the-counter trading for a ten-day period commencing 
at 1:00 p.m. (EDT) on February 26, 1974 and terminating 
at midnight (EDT) on March 7, 1974 of the securities of 
the following issuers which have failed to file with the Com- 
mission the indicated reports: 


APPLIED DEVICES CORP., located in Hauppauge, Long 
Island, New York (10-K Annual Report for fiscal year end- 
ed 10/31/73); 


BUILDING SYSTEMS, INC., located in Cleveland, Ohio 
(10-K Annual Report for fiscal year ended 5/31/73 and 
10-0 Quarterly Reports for the periods ending 8/31/73 
and 11/30/73) (Building Systems filed under Chapter X| 
of the Federal Bankruptcy Actin the U.S. District Court 
for the District of Ohio); 


ELECTROGASDYNAMICS, INC., located in Hanover, New 
Jersey (10-K for the fiscal year ended 10/31/73); 


UNITED GENERAL CORPORATION, located in Boulder 
City, Nevada (10-K Annual Report for the fiscal year 
ended 3/31/73; 10-O Quarterly Reports for the periods 
ended 9/30/73 and 12/31/73); and 


URBAN COMPUTER SYSTEMS, INC., located in Chelms- 
ford, Massachusetts (10-K Annual Report for the fiscal 
years ended 11/30/71 and 11/30/72 and all 10-O Quarterly 
Reports for 1972 and 1973). 


The Commission initiated the subject suspensions because 

the subject issuers failed to comply with the reporting pro- 
visions of the Exchange Act resulting in the lack of current 
and accurate information available to the public. 


The Commission cautions broker-dealers, shareholders, and 
prospective purchasers that they should carefully consider 
the foregoing information along with all other currently 
available information and any information subsequently is- 
sued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the trading suspension no quo- 
tation may be entered unless and until they have strictly 
complied with all of the provisions of said rule. If any bro- 
ker or dealer has any questions as to whether or not he has 
complied with said rule, he should not enter any quotation 
but immediately contact the staff of the Division of En- 
forcement in Washington, D. C. If any broker or dealer is 
uncertain as to what is required by Rule 15c2-11, he 
should refrain from entering quotations relating to the 
securities in question until such time as he has familiarized 
himself with said rule and is certain that all of its provisions 
have been met. If any broker or dealer enters any quota- 
tion which is in violation of said rule, the Commission will 
consider the need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10658/February 27, 1974 


Admin. Proc. File No. 3-1910 
In the Matter of 


JEROME F. TEGELER 
1000 Locust Street 
St. Louis, Missouri 


FINDINGS AND ORDER IMPOSING REMEDIAL SANC- 
TION 


In these proceedings pursuant to Section 15(b) of the 
Securities Exchange Act, a consent was submitted by 
Jerome F. Tegeler, who had been the president and a di- 
rector of Dempsey-Tegeler & Co., Inc. 1/ Solely for the 
purpose of these proceedings and any other proceedings 
brought pursuant to Sections 15(b), 15A and 19(a) (3) of 
the Exchange Act, Section 10(b) of the Securities Investor 
Protection Act of 1970, Sections 203(e) and (f) of the 
Investors Advisers Act of 1940, and Section 9(d) of the 
Investment Company Act of 1940, and without admitting 
or denying the allegations of the order for proceedings, as 
amended, Tegeler consented to findings that he failed 
reasonably to supervise with a view to preventing violations 
as alleged in such order and to the entry of an order barring 
him from association with any broker or dealer, investment 
adviser or investment company. 


On the basis of the amended order for proceedings, and the 
consent, it is found that during the period from about 
August 31, 1967, to September 10, 1971, respondent failed 
reasonably to supervise, with a view to preventing the vio- 
lations set forth below; persons who were subject to his 
supervision and who committed the violations of the 
following requirements: 


1. Section 17(a) of the Exchange Act and Rules 17a-3 and 
17a-5 thereunder, in that certain required books and records, 
including but not limited to ledgers, ledger accounts and 
securities records, were not accurately made and kept cur- 
rent, and reports of financial condition for the years 1968 
and 1969 were not filed within the required time. 


2. Sections 8(c) and 15(c) (2) of the Exchange Act and 
Rules 8c-1(a) and 15c2-1 thereunder, in that securities 
carried for the accounts of customers (1) were hypothe- 
ticated under circumstances where such securities were com- 
mingled with the securities carried for the accounts of 
persons other than bona fide customers of Dempsey- Tegeler 
under a lien for a loan made through it, and (2) such securi- 
ties were subjected to liens of pledgees for a sum exceeding 
the aggregate indebtedness of all customers respecting 
securities carried for their accounts. 


3. Section 7(c) (1) of the Exchange Act and Regulation T 
promulgated thereunder by the Board of Governors of the 
Federal Reserve System, in that customers were allowed to 
withdraw cash or securities from general accounts causing 
the adjusted debit balances of such accounts to be less than 
the maximum loan values of the securities in the accounts 
after such withdrawals, and credit was improperly arranged, 
extended and maintained for customers on securities. 
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4. Section 17(a) of the Securities Act and Section 10(b) of 
the Exchange Act and Rule 10b-5 thereunder in that, 
among other things, (a) securities transactions were effected 
on behalf of customers when Dempsey- Tegeler was in- 
capable of promptly consummating them and when the 
firm’s books and records were non-current and inaccurate; 
(b) there was filed with the Commission, and distributed to 
customers in abbreviated form a statement of the firm’s 
financial condition which failed to disclose that approxi- 
mately $10,000,000 of subordinated securities were in 

fact restricted securities and that the subordinated cash was 
borrowed on a short-term basis, and (c) customers’ fully 
paid for securities were hypothecated against loans to the 
firm, the proceeds of which were used by the firm for its 
own purposes. 


In light of the foregoing, it is in the public interest to im- 
pose the sanction consented to by Tegeler. 


Accordingly, iT |S ORDERED that Jerome Tegeler be, and 
he hereby is, barred from association with any broker or 
dealer, investment adviser or investment company. 


For the Commission, by the Office of Opinions and Re- 
view, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 


1/ By order dated September 10, 1971, the Commission 
revoked the broker-dealer registration of Dempsey- Tegeler 
& Co., Inc. Securities Exchange Act Release No. 9330. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10659/February 27, 1974 


The Securities and Exchange Commission has announced, 
pursuant to Sections 15(c) (5) and 19(a) (4) of the Securi- 
ties Exchange Act of 1934 ("Exchange Act”), the temporary 
suspension of exchange and over-the-counter trading in the 
securities of Walter Harvey Corporation, located in Miami, 
Florida, for a ten-day period commencing at 1:30 p.m. 
(EDT) February 27, 1974 and terminating at midnight 
(EDT) March 8, 1974. 


The Commission initiated the suspension of trading in the 
securities of Walter Harvey Corporation because of the lack 
of accurate and adequate information available to the public 
concerning the company’s financial condition and oper- 
ations. The common stock of the company is listed on the 
National Stock Exchange. 


The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently 
available information and any information subsequently 
issued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange 
Act, at the termination of the suspension, no quotation 
may be entered unless and until they have strictly complied 
with all of the provisions of said rule. If any broker or 
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dealer has any questions as to whether or not he has com- 
plied with said rule, he should not enter any quotation but 
immediately contact the staff of the Securities and Exchange 
Commission, Division of Enforcement in Washington, D. C. 
lf any broker or dealer is uncertain as to what is required by 
Rule 15c2-11, he should refrain from entering quotations 
relating to the securities in question until such time as he has 
familiarized himself with said rule and is certain that all of 
its provisions have been met. If any broker or dealer enters 
any quotation which is in violation of said rule, the Com- 
mission will consider the need for prompt enforcement 
action. 
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SECURITIES EXCHANGE ACT OF 1934 
Release No. 10660/February 27, 1974 


The Securities and Exchange Commission announced pur- 
suant to Section 15(c) (5) of the Securities Exchange Act of 
1934 ("Exchange Act”) the temporary suspension of over- 
the-counter trading for a ten-day period commencing at 
1:30 p.m. (EDT) on February 27, 1974 and terminating at 
midnight (EDT) on March 8, 1974 of the securities of the 
following issuers which have failed to file with the Com- 
mission the indicated reports: 


CAPEZIO & THINGS, INC. located in New York, New 
York (10-K Annual Report for the fiscal years ended 6/ 
30/72 and 6/30/73 and 10-Q Quarterly Reports for the 
periods ending 9/30/72, 12/31/72, 3/31/73 and 9/30/73). 
Capezio & Things, Inc. filed in June of 1972 under Chapter 
XI! of the Federal Bankruptcy Act; 





ECOLOGY, INC. located in Brooklyn, New York (10-K 
Annual Report for fiscal year ended 6/30/73 and 10-0 
Quarterly Report for the period ended 3/31/73); 





FRANKLIN INDUSTRIES, INC. located in Santa Ana, 
California (10-K Annual Report for the fiscal year ended 
6/30/73 and 10-O Quarterly Report for the periods ended 
12/31/72, 3/31/73, 9/30/73 and 12/31/73); 


LASER SCIENCES, INC. located in Bethel, Connecticut 
(10-K Annual Report for the fiscal year ended 6/30/73 
and 10-Q Quarterly Report for the period ending 9/30/73). | 


The Commission initiated the subject suspensions because 
the subject issuers failed to comply with the reporting pro- 
visions of the Exchange Act resulting in the lack of current 
and accurate information available to the public. 


The Commission cautions broker-dealers, shareholders, and 
prospective purchasers that they should carefully consider 
the foregoing information along with all other currently 
available information and any information subsequently is- 
sued by the company. 


Furthermore, brokers and dealers should be alert to the fact 
that, pursuant to Rule 15c2-11 under the Exchange Act, at 
the termination of the trading suspension no quotation may 
be entered unless and until they have strictly complied with 
all of the provisions of said rule. If any broker or dealer has 
any questions as to whether or not he has complied with 
said rule, he should not enter any quotation but immediately 
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contact the staff of the Division of Enforcement in Wash- 


ington, D. C. If any broker or dealer is uncertain as to what 
is required by Rule 15c2-11, he should refrain from entering 
quotations relating to the securities in question until such 
time as he has familiarized himself with said rule and is 
certain that all of its provisions have been met. If any 
broker or dealer enters any quotation which is in violation 
of said rule, the Commission will consider the need for 
prompt enforcement action. c 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10661/February 28, 1974 


See Securities Act Release No. 5463/February 28, 1974. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10662/February 28, 1974 


The Securities and Exchange Commission announced pur- 
suant to Section 15(c) (5) of the Securities Exchange Act 
of 1934 ("Exchange Act”) the temporary suspension of 
over-the-counter trading for a ten-day period commencing 
at 1:30 p.m. (EDT) on February 28, 1974 and terminating 
at midnight (EDT) on March 9, 1974 of the securities of 
the following issuers which have failed to file with the 
Commission the indicated reports: 


CM INDUSTRIES, located in Beverly Hills, California 
(10-K Annual Report for year ended 9/30/73); 


CROSS COUNTRY INDUSTRIES, INC., located in Roch- 
ester, New York (10-K Annual Report for year ended 6/ 
30/73; 10-O Quarterly Reports for quarters ended 9/30/ 
73 and 12/31/73); 


CUSTER CHANNEL WING CORPORATION, located in 
Enid, Oklahoma (10-K Annual Reports for years ended 
12/31/71 and 12/31/72; 10-O Quarterly Reports for 
quarters ended 3/31/72; 6/30/72; 9/30/72; 3/31/73; 
6/30/73 and 9/30/73); 


DECAIR CORP., located in Spring Valley, New York (10- 
K Annual Report for year ended 9/30/73; 10-O Quarterly 
reports for quarters ended 12/31/72 and 12/31/73) (Decair 
Corp. filed under Chapter X! of the Federal Bankruptcy 
Act in the U. S. District Court for the Southern District of 
New York}; and 


GAIL ROBERTS, INC., located in New York, New York 
10-K Annual Reports for years ended 5/31/71, 5/31/72, 
5/31/73; 10-O Quarterly Reports for quarters ended 2/28/ 
71, 8/31/71, 11/30/71, 2/28/72, 8/31/72, 11/30/72, 2/ 
28/73, 8/31/73 and 11/30/73). 


The Commission initiated the subject suspensions because 
the subject issuers failed to comply with the reporting pro- 
visions of the Exchange Act resulting in the lack of current 
and accurate information available to the public. 


The Commission cautions broker-dealers, shareholders, and 


prospective purchasers that they should carefully consider 
the foregoing information along with all other currently 
available information and any information subsequently is- 
sued by the company. 


Furthermore, brokers and dealers should be alert to the 
fact that, pursuant to Rule 15c2-11 under the Exchange Act, 
at the termination of the trading suspension no quotation 
may be entered unless and until they have strictly complied 
with all of the provisions of said rule. If any broker or 
dealer has any questions as to whether or not he has com- 
plied with said rule, he should not enter any quotation but 
immediately contact the staff of the Division of Enforce- 
ment in Washington, D. C. If any broker or dealer is un- 
certain as to what is required by Rule 15c2-11, he should 
refrain from entering quotations relating to the securities in 
question until such time as he has familiarized himself with 
said rule and is certain that all of its provisions have been 
met. If any broker or dealer enters any quotation which is 
in violation of said rule, the Commission will consider the 
need for prompt enforcement action. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10663/March 1, 1974 


See Securities Act Release No. 5465/March 1, 1974. 





SECURITIES EXCHANGE ACT OF 1934 
Release No. 10664/March 1, 1974 


The Securities and Exchange Commission announced pur- 
suant to Sections 15(c) (5) and 19(a) (4) of the Securities 
Exchange Act of 1934 ("Exchange Act”) the temporary 
suspension of exchange and over-the-counter trading in the 
securities of Geon Industries, Inc. (“Geon”) for a ten-day 
period commencing at 11:00 a.m. (EDT) on March 1, 1974 
and continuing through March 10, 1974. 


The Commission initiated the suspension of trading in the 
securities of Geon because of the lack of adequate and ac- 
curate information concerning the company’s financial 
condition. Upon the request of the company the American 
Stock Exchange halted trading in the common stock of Geon 
on February 22, 1974, pending further clarification of Geon’s 
1973 earnings and the pending agreement in principle to 
merge with Burmah Oil Inc., which was announced by Geon 
in December 1973. 


The Commission cautions broker-dealers, shareholders and 
prospective purchasers that they should consider carefully 
the foregoing information along with all other currently 
available information and any information subsequently is- 
sued by the company. 


Furthermore, brokers and dealers should be alert to the fact 
that, pursuant to Rule 15c2-11 under the Exchange Act, at 
the termination of the suspension, no quotation may be 
entered unless and until they have strictly complied with 
all of the provisions of said rule. If any broker or dealer has 
any questions as to whether or not he has complied with 
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said rule, he should not enter any quotation but immediate- 
ly contact the staff of the Securities and Exchange Com- 
mission, Division of Enforcement in Washington D.C. If 
any broker or dealer is uncertain as to what is required by 
Rule 15c2-11, he should refrain from entering quotations 
relating to the securities in question until such time as he 
has familiarized himself with said rule and is certain that 

all of its provisions have been met. If any broker or dealer 
enters any quotation which is in violation of said rule, the 
Commission will consider the need for prompt enforcement 
action. 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18291/February 25, 1974 


In the Matter of 


AMER!CAN ELECTRIC POWER COMPANY 
2 Broadway 

New York, New York 10004 

(70-5453) 


NOTICE OF PROPOSED ISSUE AND SALE OF COMMON 
STOCK BY HOLDING COMPANY PURSUANT TO AN 
UNDERWRITTEN RIGHTS OFFERING 


NOTICE IS HEREBY GIVEN that American Electric 

Power Company, Inc. (“AEP”), a registered holding com- 
pany, has filed a declaration with this Commission desig- 
nating Sections 6, 7, and 12(c) of the Public Utility Holding 
Company Act of 1935 ("Act”) and Rules 42 and 50 pro- 
mulgated thereunder as applicable to the proposed trans- 
action. All interested persons are referred to the declaration, 
which is summarized below, for a complete statement of 

the proposed transaction. 


AEP proposes to offer up to 7,000,000 authorized but un- 
issued shares of its common stock (“additional common 
stock”) for subscription by the holders of its outstanding 
shares of common stock on the basis of one share of the 
additional common stock for each ten (10) shares of 
common stock held on the record date. The record date 
will be March 28, 1974, or such later date as AEP’s regis- 
tration statement under the Securities Act of 1933 may 
become effective. The subscription price, to be determined 
by AEP’s Board of Directors at about 3:45 p.m. on the 

day preceding the record date, will be not more than the 
closing price of AEP common stock on the New York Stock 
Exchange on the day prior to the record date and not less 
than 90% thereof. The subscription offer will expire April 
19, 1974, unless the record date should be later than March 
28, 1974, in which event the expiration date will be speci- 
fied by amendment. 


AEP further proposes to issue and sell, subject to the com- 
petitive bidding requirements of Rule 50 under the Act, 
such of the shares of the additional common stock as are 
not subscribed for pursuant to the subscription offer, 
together with any shares of common stock acquired by AEP 
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pursuant to any stabilizing activities, which are also proposed 
to be effected by AEP in connection with the proposed 
transaction. The aggregate amount to be paid by AEP to 
the successful bidder or bidders for their commitments and 
obligations under the purchase contact will be determined 
by the competitive bidding procedure. The purchase con- 
tract will obligate the purchasers of the unsubscribed shares 
to make a public offering thereof promptly after the warrant 
expiration date. The stabilizing transactions may be effected 
on the New York Stock Exchange, in the over-the-counter 
market, or otherwise, but in no event will AEP acquire as a 
result of such transactions a net long position at any one 
time in excess of 700,000 shares of its common stock. 


Rights to subscribe to the additional common stock will be 
evidenced by transferable subscription warrants which will 
be issued to all record holders of AEP common stock as 
promptly as practicable after the record date. No fractional 
shares will be issued; however, any holder with more than 
10 shares, but not in exact multiples thereof, may purchase, 
at the subscription price, one extra share of additional 
common stock. A stockholder with less than 10 shares of 
common stock will be entitled to purchase, at the sub- 
scription price, one full share of additional common stock. 
In addition, each holder of a warrant or warrants who 
exercises such warrant or warrants in full will be given the 
privilege of subscribing, subject to allotment, at the same 
subscription price, for shares of additional unsubscribed 
common stock. AEP expects that subscription rights will 
be traded on the New York Stock Exchange and that, in 
addition, rights may be bought or sold through banks or 
brokers. In addition, AEP intends to afford to holders of 
warrants the opportunity to buy or to sell rights through 
AEP’s subscription agent, such agent to charge 2 cents per 
right for its services in effecting such transactions. 


AEP does not propose to mail warrants to stockholders 
whose registered addresses are outside the United States, 
Canada and Mexico. To the extent that AEP does not 
receive instructions from such stockholders to either 
exercise or otherwise dispose of their warrants, AEP may 
sell the rights evidenced by such warrants and may also sell 
the rights evidenced by warrants which are returned after 
the initial mailing as non-deliverable for any reason. AEP 
will, if such rights are sold, within 30 days following the 
fifth anniversary of such sale, pay any of the net proceeds 
then remaining unclaimed (as such net proceeds may have 
been reduced by the deduction of fees for the administra- 
tion of such funds) to the Comptroller of the State of New 
York or other appropriate authority pursuant to the appli- 
cable provisions of the Abandoned Property Law of New 
York. 


It is stated that proceeds of the sale of the shares of addi- 
tional common stock and any unsubscribed shares, together 
with other funds available to AEP are to be used by AEP to 
pay commercial paper as it matures and to make additional 
investments in the common stock of its subsidiaries. At 
December 31, 1973, AEP had an aggregate amount of 
$134, 150,000 of outstanding commercial paper. 


Estimates of the fees and expenses to be incurred in con- 
nection with the proposed issue and sale of common stock 
are to be filed by amendment. It is stated that no state 
commission and no federal commission, other than this Com- 
mission, has jurisdiction over the proposed transactions. 
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NOTICE 1S FURTHER GIVEN that any interested person 
may, not later than March 19, 1974, request in writing that 
a hearing be held on such matter stating the nature of his 
interest, the reasons for such request, and the issues of fact 
or law raised by said declaration which he desires to con- 
trovert; or he may request that he be notified if the Com- 
mission should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549. A copy of such-re- 
quest should be served personally or by mail (air mail if 

the person being served is located more than 500 miles 
from the point of mailing) upon the declarant at the above- 
stated address, and proof of service (by affidavit or, in case 
of an attorney-at-law, by certificate) shou!d be filed with 
the request. At any time after said date, the declaration, 

as filed or as it may be amended, may be permitted to be- 
come effective as provided in Rule 23 of the General Rules 
and Regulations promulgated under the Act, or the Com- 
mission may grant exemption from such rules as provided 
in Rules 20(a) and 100 thereof or take such other action 

as it may deem appropriate. Persons who request a hear- 
ing or advice as to whether a hearing is ordered will receive 
notice of further developments in this matter, including the 
date of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18292/February 28, 1974 


In the Matter of 
DELMARVA POWER & LIGHT COMPANY 
Wilmington, Delaware 


(70-5450) 


ORDER AUTHORIZING AMENDMENTS TO CERTI- 


FICATE OF INCORPORATION TO INCREASE AUTHOR- 


IZED COMMON AND PREFERRED STOCK AND TO 
SOLICIT SHAREHOLDER CONSENTS IN CONNECTION 
THEREWITH 


Delmarva Power & Light Company (”Delmarva”), a regis- 
tered holding company, has filed a declaration, and amend- 
ments thereto, with this Commission pursuant to Sections 
6(a), 7, and 12(e) of the Public Utility Holding Company 
Act of 1935 ("Act”) and Rule 62 promulgated thereunder 
regarding the following proposed transaction. 


The amended declaration states that Delmarva and its subsi- 


diaries will acquire additional capital in the years ahead in 
order to finance the system’s construction program. Del- 
Marva estimates that this program will require expenditures 
of approximately $110 million in 1974 and $505 million 

in the three succeeding years, and anticipates that a sub- 
stantial portion of these funds will be raised through the 
issuance and sale of common and preferred stock. To 
assure that there is a readily available quantity of its equity 





securities to meet its financing requirements over the next 
four years, Delmarva now proposes to amend its Certificate 
of Incorporation ("Certificate”) to increase authorized 
preferred stock from 1,300,000 shares, par value $100 per 
share, to 1,800,000 shares, and authorized common stock 
from 17,000,000 shares, par value $3.375 per share, to 
25,000,000 shares. The issuance and sale of such stock 
will be the subject of future applications or declarations 
filed with the Commission. 


As a part of the amended declaration, and in connection 
with the aforementioned Certificate amendments, Del- 
marva has submitted, and the Commission has reviewed, 
proxy solicitation material which will be used at Delmarva’s 
annual meeting of stockholders to be held on April 16, 
1974. Amaijority vote of both preferred and common 
stockholders, voting separately as classes, is necessary to 
increase the authorized number of shares of preferred stock, 
while a majority vote of the common stockholders only is 
required to increase authorized common stock. 


The aggregate fees, expenses or commissions incurred or 
to be incurred in connection with the preparation, assemb- 
ling and mailing of proxies, proxy statements and related 
documents will be $26,300, which includes $12,000 in 
postage fees and $5,500 for reimbursement of expenses 
incurred by brokers and nominees for forwarding proxy 
material. It is stated that no State commission and no 
Federal commission, other than this Commission, has 
jurisdiction over the proposed transaction. 


Due notice, of the filing of said declaration, as amended, 

has been given in the manner prescribed in Rule 23 pro- 
mulgated under the Act (Holding Company Act Release No. 
18273), and no hearing has been requested of or ordered by 
the Commission. Upon the basis of the facts in the record, it 
is hereby found that the applicable standards of the Act 

and the rules thereunder are satisfied and that no adverse 
findings are necessary ; and that it is appropriate in the 
public interest and in the interest of investors and consumers 
that said declaration, as amended, be permitted to become 
effective: 


IT 1S ORDERED, pursuant to the applicable provisions of 
the Act and rules thereunder, that said declaration, as 
amended, be, and it hereby is, permitted to become ef- 
fective forthwith, subject to the terms and conditions pre- 
scribed in Rule 24 promulgated under the Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18293/February 28, 1974 


In the Matter of 


NEW ENGLAND ELECTRIC SYSTEM 
GRANITE STATE ELECTRIC COMPANY 
MASSACHUSETTS ELECTRIC COMPANY 
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THE NARRAGANSETT ELECTRIC COMPANY 
NEW ENGLAND POWER COMPANY 

20 Turnpike Road 

Westborough, Massachusetts 01581 

(70-5461) 


NOTICE OF PROPOSED ISSUE AND SALE OF NOTES 
BY SUBSIDIARY COMPANIES TO BANKS, AND/OR 
HOLDING COMPANY; REQUEST FOR EXCEPTION 
FROM COMPETITIVE BIDDING. 


NOTICE IS HEREBY GIVEN that New England Electric 
System ("NEES"), a registered holding company, and its 
electric utility subsidiary companies, Granite State Electric 
Company ("Granite”), Massachusetts Electric Company 
("Mass Electric”), The Narragansett Electric Company 
(“Narragansett”) and New England Electric Power Com- 
pany (“NEPCO”) have filed an application-declaration with 
this Commission designating sections 6(a), 7, 9(a) 10 and 
12 of the Public Utility Holding Company Act of 1935 
("Act") and Rules 42, 43 and 50 promulgated thereunder 
as applicable to the proposed transactions. All interested 
persons are referred to the application-declaration, which 
is summarized below, for a complete statement of the 
proposed transactions. 


The NEES electric utility subsidiaries propose to issue from 
time to time through March 31, 1975, notes to banks and/or 
NEES. Mass Electric and NEPCO also propose to issue 
notes to dealers in commercial paper. Borrowings by Mass 
Electric and NEPCO from banks and NEES in the proposed 
maximum amounts of $28,000,000 and $124,000,000, 
respectively, will be reduced by the principal amount of 
any commercial paper at the time outstanding. The pro- 
ceeds of the proposed borrowings are to be used by each 
borrowing company to pay its then outstanding notes 
initially issued to banks, dealers in commercial paper and/or 
NEES at or prior to maturity, and to provide new money 
for capitalizable expenditures or to reimburse the treasury 
therefor. 


The proposed borrowings from banks and/or NEES will be 
evidenced by notes payable maturing in less than one year 
from the date of issuance and will provide for prior pay- 
ment in whole or in part without premium. The notes will 
bear interest at not in excess of the prime rate in effect at 
the time of the borrowing. It is stated that the borrowing 
companies maintain sufficient operating bank balances to 
meet the lending banks’ compensating balance requirements. 
If such balances were maintained to fulfill compensating 
balance requirements of 10% or 20%, the effective interest 
cost to the borrowing companies would be approximately 
10% or 11.250% per annum, assuming a prime rate of 9%. 


The following table shows for each borrowing company 

the estimated maximum amount of notes to be outstanding 
with banks and/or with NEES at any one time during the 
period April 1, 1974 to March 31, 1975. 


Proposed Maximum Short-term 
Debt to be Outstanding at Any 
One Time 


Borrowing Company (Thousands of dollars) 





Banks or NEES (a) 
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Granite 8,900 (1) 
100 (2) 
Mass Electric 23,000 (1) 
2,500 (3) 
500 (4) 
500 (5) 
900 (6) 
600 (7) 
NEPCO 121,500 (1) 
2,500 (3) 
Narragansett 1,500 (1) 
9,500 (8) 
6,000 (9) 
(a) Or Commercial Paper in the case of Mass Electric and 
NEPCO. 
(1) The First National Bank of Boston, Boston Mass- 
achusetts 
(2) National Bank of Lebanon, Lebanon, New Hampshire 
(3) Worcester County National Bank, Worcester, Mass- 
achusetts 
(4) Guaranty Bank and Trust Company, Worcester, Mass- 
achusetts 
(5) The Mechanics National Bank, Worcester, Mass- 
achusetts 
(6) South Shore National Bank, Quincy, Massachusetts 
(7) Middlesex Bank, N.A., Everett, Massachusetts 
(8) Industrial National Bank of Rhode Island, Providence, 
Rhode Isiand 
(9) Rhode Island Hospital Trust National Bank, 


Providence, Rhode Island 


It is proposed that the amounts shown above, indicating the 
amount each company may borrow from a particular bank, 
may be increased or decreased during the year, but at no 
time will the aggregate amount of short-term borrowings 
from all banks for each company exceed the authorization 
requested hereunder. 


It is proposed that the borrowing companies may prepay 
their notes to NEES in whole or in part, with borrowings 
from banks or from sale of commercial paper, or that their 
borrowings from banks may be prepaid, in whole or in part, 
with borrowings from NEES, or from the sale of commercial 
paper. In the event of borrowings for the purpose of pre- 
paying notes to NEES from banks at a higher interest rate, 
or the sale of commercial paper at a higher effective interest 
cost, NEES will credit the borrowers for any excess interest 
from the date of issuance of the new notes or commercial 
paper to the normal maturity date of the notes to NEES 
being prepaid. Conversely, in the event of borrowing from 
NEES to prepay notes to banks, the interest rate of notes is 
sued to NEES will be the lower of (1) the interest rate on the 
notes being prepaid or (2) the prime interest rate then in 
effect, but with respect to (1) only to the maturity date of 
the notes so prepaid, and thereafter at the prime interest 
rate in effect at the time the new notes are issued. 


Mass Electric and NEPCO also propose to issue and sell 
commercial paper directly to Lehman Commercial Paper 
Incorporated (“Lehman”) and/or A. G. Becker & Co., In- 
corporated (“Becker”), dealers in commercial paper. The 
commercial paper will be issued during the period April 1, 
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1974 through March 31, 1975, will have varying maturities 
of not more than 270 days after the date of issue, will be 
sold in varying denominations of not less than $50,000 and 
not more than $1,000,000, and will not by their terms be 
prepayable prior to maturity. Lehman and/or Becker will 
purchase the commercial paper at a discount which will not 
exceed the discount rate prevailing at the date of issuance 
for commercial paper of comparable quality and like 
maturity. The effective interest cost will not exceed thé 
effective interest cost prevailing at the date of issue for 
borrowings from The First National Bank of Boston (” First 
National”), except that, in order to obtain maximum flexi- 
bility, commercial paper may be issued with maturities 
which in the aggregate do not exceed more than 90 days 
from the date of original issue of the commercial paper if 
the effective cost is in excess of such effective interest cost 
from First National. 


Lehman and Becker, as principals, will reoffer the com- 
mercial paper at a discount rate not more than 1/8 of 1% 
per annum less than the prevailing discount rate to the is- 
suer. The notes will be reoffered by Lehman and Becker 
to not more than 100 of their respective customers whose 
names appear on nonpublic lists prepared in advance by 
Lehman and Becker. No additions will be made to such 
lists of customers which are composed of institutional 
investors. It is expected that such commercia! paper will 
be held to maturity by the purchasers from the dealers, 
but, if any such purchaser wishes to resell prior to maturity, 
Lehman and Becker, as the case may be, pursuant to an 
oral repurchase agreement will repurchase the paper for 
resale to others on said lists of customers. 


Mass Electric and NEPCO request exception of the sale of 
their commercial paper notes from the competitive bidding 
requirement of Rule 50 pursuant to Section (a) (5) thereof. 
It is also requested that the certificate of notification under 
Rule 24 regarding ali of the proposed transactions be filed 
quarterly. 


Fees and expenses related to the proposed transaction are 
estimated at $3,000, including New England Power Service 
Company expenses (at cost) of $1,000. 


NEPCO and Granite are seeking authorization from the 
New Hampshire Public Utilities Commission with respect to 
the notes proposed to be issued by NEPCO and Granite. 

It is stated that no other state commission and no federal 
commission, other than this Commission, has jurisdiction 
over the proposed transactions. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than March 28, 1974, request in writing that 
a hearing be held on such matter stating the nature of his 
interest, the reasons for such request, and the issues of fact 
or law raised by said application-declaration which he 
desires to controvert; or he may request that he be notified 
if the Commission should order a hearing thereon. . Any 
such request should be addressed: Secretary, Securities and 
Exchange Commission, Washington, D. C. 20549. A copy 
of such request should be served personally or by mail (air 
mai! if the person being served is located more than 500 
miles from the point of mailing) upon the applicants-decla- 
rants at the above-stated address, and proof of service (by 
affidavit or, in case of an attorney-at-law, by certificate) 
should be filed with the request. At any time after said 





date, the application-declaration, as filed or as it may be 
amended, may be granted and permitted to become ef- 
fective as provided in Rule 23 of the General Rules and Regu- 
lations promulgated under the Act, or the Commission may 
grant exemption from its rules under the Act as provided in 
Rules 20(a) and 100 thereof or take such other action as it 
may deem appropriate. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive notice 
of further developments in this matter, including the 

date of the hearing (if ordered) and any postponements 
thereof. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18294/February 28, 1974 


In the Matter of 


CENTRAL AND SOUTH WEST CORPORATION 
300 Delaware Avenue 

Wilmington, Delaware 19899 

(70-5457) 


NOTICE OF PROPOSED AMENDMENT TO CERTI- 
FICATE OF INCORPORATION TO INCREASE AUTHOR- 
IZED COMMON STOCK AND TO RESTATE CERTI- 
FICATE OF INCORPORATION; ORDER AUTHOR- 
IZING SOLICITATION OF STOCKHOLDERS’ PROXIES. 


NOTICE IS HEREBY GIVEN that Central and South West 
Corporation ("Central”), a registered holding company, has 
filed a declaration with this Commission pursuant to the 
Public Utility Holding Company Act of 1935 (“Act”) 
designating Sections 6, 7, and 12(f) of the Act and Rule 62 
promulgated thereunder as applicable to the proposed trans- 
action. All interested persons are referred to the decla- 
ration, which is summarized below, for a complete state- 
ment of the proposed transaction. 


Central proposes (1) to amend its Certificate of Incorpo- 
ration to increase its authorized common stock from 
48,000,000 shares to 51,500,000 shares, par value $3.50, 
and (2) to restate the Certificate of Incorporation, as 
amended, to integrate into a single instrument, as permitted 
by Delaware law, all of the currently effective and oper- 
ative provisions of the Certificate. Central further proposes 
to submit the amendment and restatement to their stock- 
holders at the annual meeting to be held on April 18, 1974. 


Central also proposes to solicit proxies from its respective 
common stockholders in respect of the amendment and 
restatement in addition to the election of directors and the 
appointment of auditors and has filed proposed material in 
connection with such solicitation. Approval for the 
adoption of the amendment and restatement requires the 
affirmative vote of the holders of a majority of the out- 
standing shares of the common stock of Central entitled to 
vote at the meeting of stockholders. 
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It is stated that the proposed restatement would not change 
or affect any of the currently effective or operative pro- 
visions of the Certificate of Incorporation, as amended, 
except that it would revise the wording of the present 
formula for exchange of the 453 remaining outstanding 
shares of Central and South West Utilities Company, one of 
Central's predecessors, for common stock of Central. Cer- 
tain factors which were not fixed and determined when 

the present exchange formula became effective have subse- 
quently become fixed and determined. The proposed re- 
statement would not change the rights of holders of out- 
standing common stock of Central and South West Utilities 
Company or affect holders of common stock of Central. 


The fees and expenses to be paid by Central in connection 
with the proposed transaction are $4,000. It is stated that 
no state commission and no federal commission, other than 
this Commission, has jurisdiction over the proposed trans- 
action. 


NOTICE IS FURTHER GIVEN that any interested person, 
may, not later than April 3, 1974, request in writing that 

a hearing be held on such matter stating the nature of his 
interest, the reasons for such request, and the issues of fact 
or law raised by said declaration which he desires to contro- 
vert; or he may request that he be notified if the Com- 
mission should order a hearing thereon. Any such request 
should be addressed: Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549. A copy of such 
request should be served personally or by mail (air mail if 
the person being served is located more than 500 miles 
from the point of mailing) upon the declarants at the 
above-stated addresses, and proof of service (by affidavit 
or, in case of an attorney-at-law, by certificate) should be 
filed with the request. At any time after said date, the 
declaration, as filed or as it may be amended, may be 
permitted to become effective as provided in Rule 23 of the 
General Rules and Regulation promulgated under the Act, 
or the Commission may grant exemption from such rules 
as provided in Rules 20(a) and 100 thereof or take such 
other action as it may deem appropriate. Persons who re- 
quest a hearing or advice as to whether a hearing is ordered 
will receive notice of further developments in this matter, 
including the date of the hearing (if ordered) and any post- 
ponements thereof. 


It appearing to the Commission that the declaration, inso- 
far as it proposes the solicitation of proxies from Central’s 
common stockholders, should be permitted to become 
effective forthwith pursuant to Rule 62: 


IT 1S ORDERED that the declaration regarding the pro- 
posed solicitation of proxies of Central’s common stock- 
holders be, and it hereby is, permitted to become effective 
forthwith pursuant to Rule 62 and subject to the terms and 
conditions prescribed in Rule 24 under the Act. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18295/February 27, 1974 


In the Matter of 


CITIES SERVICE OIL COMPANY 
Tulsa, Oklahoma 
(31-720) 


ORDER GRANTING APPLICATION PURSUANT TO 
SECTION 2(a) (4) OF THE ACT 


Cities Service Oil Company ("Cities Service”) has filed an 
application and amendments thereto pursuant to Section 
2(a) (4) of the Public Utility Holding Company Act of 
1935 ("Act”) for an order declaring it not to be a gas u- 
tility company for the purposes of the Act. 


Cities is an integrated oil company primarily engaged in 
exploration for, and development, production, and sale of, 
crude oi! and natural gas, and in refining, transporting, 
buying, and selling crude petroleum and products derived 
therefrom. The company carries on its operations in 46 
states and in the District of Columbia. At December 31, 
1972, Cities Service and its subsidiaries had assets of 
$1,255,023,171 and gross revenues of $1,192,373,048 for 
the twelve months then ended. $78,036 of such revenues 
were derived from retail sales of natural gas made by the 
company in the states of Kentucky ($68,547), Maryland 
($90), and West Virginia ($9,399) to residents of said states 
in an area in close proximity to the company’s producing 
properties or gas pipelines. Such amount of gross revenues 
from gas sales totals less than one hundredth of one percent 
of Cities Service’s operating revenues. It is stated that 
under Kentucky law property owners whose property 
and point of desired service is located within one-half air 
mile of a company’s producing gas well or gas gathering 
pipeline have the right to obtain gas service at rates and 
minimum monthly charges determined by the Public 
Service Commission of Kentucky and that nearly all of the 
company’s revenues derived from domestic gas sales in 
Kentucky are from services furnished to such customers. 


Due notice of the filing of said application has been given 
(Holding Company Act Release No. 18268), and no hearing 
has been requested of or ordered by the Commission. Upon 
the basis of the facts in the record, it is hereby found that 
the provisions of the second sentence of Section 2(a) (4) of 
the Act are satisfied and that the application should be 
granted, effective forthwith: 


IT 1S ORDERED, pursuant to Section 2(a) (4) of the Act, 
that Cities Service Oil Company be, and it is hereby, 
declared not to be a gas utility company. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Release No. 18296/February 27, 1974 


In the Matter of 


PINEHURST, INCORPORATED 
Mountainside, New Jersey 
(31-729) 


ORDER GRANTING APPLICATION PURSUANT TO < 
SECTION 2(a) (3) OF THE ACT 


Pinehurst, Incorporated (“Pinehurst”) has filed an appli- 
cation and an amendment thereto pursuant to Section 2(a) 
(3) of the Public Utility Holding Company Act of 1935 
(“Act”) for an order declaring it not to be an electric u- 
tility company for the purposes of the Act. 


Pinehurst owns and operates a recreational resort com- 
munity of approximately 9,000 acres consisting of the 
Village of Pinehurst, North Carolina, and its surrounding 
areas. The company’s businesses are divided into four 
general categories - sales of real estate and condominiums, 
resort operations, commercial operations, and municipal 
operations. The electric operations of Pinehurst, which 
consist of the distribution and sale of electric energy, are 
all located in the small Village of Pinehurst. It is stated 
that the system was established many years ago at a time 
when the area was not served by any electric utility com- 
pany. The customers now served consist of Pinehurst’s 
businesses, facilities, tenants, and employees, as well as 
customers who own homes or other ouildings (such as the 
hospital) on land which has been sold. 


At December 31, 1972, the consolidated assets of Pine- 
hurst and its subsidiaries amounted to $29,628,384, and 
for the year then ended their consolidated revenues and 

net income amounted to $12, 866, 286 and $483,564, 
respectively. At December 31, 1972, the electric distri- 
bution assets of the company had a net book value of 
$408,393 (or 1.4% of its consolidated assets). For such 
year, electric revenues amounted to an estimated $159,895 
(or 1.24% of Pinehurst’s consolidated revenues), after 
elimination of intracompany and intercompany sales of 
$122,923 and sales to tenants and employees estimated 

at $17,623. The contribution to net income of such 
$159,895 of electric revenues amounted to an estimated 
loss of $13,843. During 1972, an estimated 6,956,216 
KWH of electric energy was sold by Pinehurst to customers 
other than tenants and employees. 


Due notice of the filing of said application has been given 
(Holding Company Act Release No. 18267), and no hear- 
ing has been requested of or ordered by the Commission. 
Upon the basis of the facts in the record, it is hereby found 
that the provisions of the second sentence of Section 2(a) 
(3) of the Act are satisfied and that the application should 
be granted, effective forthwith: 


IT 1S ORDERED, pursuant to Section 2(a) (3) of the Act, 
that Pinehurst, Incorporated be, and it is hereby, declared 
not to be an electric utility company. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 









George A. Fitzsimmons 
Secretary 








PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18297/February 28, 1974 


In the Matter of 


APPALACHIAN POWER COMPANY 
40 Franklin Road 

Roanoke, Virginia 24009 

(70-5351) 


NOTICE OF POST-EFFECTIVE AMENDMENT RE- 
GARDING ISSUE AND SALE OF NOTES TO BANKS. 


NOTICE IS HEREBY GIVEN that Appalachian Power Com- 
pany ("Appalachian”), an electric utility subsidiary com- 
pany of American Electric Power Company, Inc., a regis- 
tered holding company, has filed with this Commission, 
pursuant to Section 6(b) of the Public Utility Holding Com- 
pany Act of 1935 (“Act”) and Rule 50(a) (5) promulgated 
thereunder, a post-effective amendment to the application 
previously filed in this matter. All interested persons are 
referred to the application as now amended, which is sum- 
marized below, for a complete statement of the proposed 
transaction. 


By order dated June 29, 1973 (Holding Company Act Re- 
lease No. 18015), this Commission, among other things, 
authorized the issue and sale of short-term notes by Appa- 
lachian to 84 banks in an aggregate amount up to 
$27,753,000 outstanding at any one time. At the time of 
said order, the maximum amount of short-term indebted- 
ness which Appalachian could incur at any one time could 
not exceed $100,000,000. 


It is now proposed that Appalachian issue and sell such 
short-term notes to 83 banks in an aggregate amount of 
$30,673,000. Each note payable to a bank to be issued by 
Appalachian will be dated as of the date of the borrowing 
which it evidences and will mature not more than 270 days 
after the date of issuance or renewal thereof. The notes 
were to be issued from time to time prior to December 31, 
1974, as funds were required, provided that none of the 
notes would mature later than June 30, 1975. 


Each such note will bear interest no greater than the prime 
rate of commercial banks at the time of issuance or in 
effect from time to time and will be prepayable at any time 
without premium or penalty. It is stated that Appalachian 
will not pay any fees or charges to any of the banks in con- 
nection with the issuance and sale of such notes. Sufficient 
bank balances to meet operating and financial needs are 
kept at such banks to satisfy any compensating balance 
requirements in connection with the borrowings. If the 
average of such bank balances were maintained solely in 
order to fulfill the prevailing compensating balance require- 
ments of such banks, generally between 15 and 20%, the 
effective interest cost to Appalachian of the issuance and 
sale of such notes to banks, assuming a 9% prime interest 
rate, would range between 10.59% and 11.25%. 
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The proceeds from the issue and sale of the notes will be 
used by Appalachian to reimburse its treasury for past 
expenditures made in connection with its construction pro- 
gram and to pay part of the cost of its future construction 
program. Such construction expenditures for the year 
1974 is estimated to total! $105,000,000. The application 
states that, unless otherwise authorized by the Commission, 
all of the short-term debt of Appalachian will be retired by 
June 30, 1975, from internal cash resources, debt or 

equity financing, or cash capital contributions. 


The Virginia State Corporation Commission has authorized 
the transaction proposed by Appalachian. No other state 
commission and no federal commission, other than this 
Commission, has jurisdiction over the proposed transaction. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than March 26, 1974, request in writing 
that a hearing be held on such matter, stating the nature of 
his interest, the reasons for such request, and the issues of 
fact or law raised by said post-effective amendment to the 
application which he desires to controvert; or he may re- 
quest that he be notified if the Commission should order a 
hearing thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, Wash- 
ington, D. C. 20549. Acopy of such request should be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon the applicant at the above-stated address, and 
proof of service (by affidavit or, in case of an attorney-at- 
law, by certificate) should be filed with the request. At any 
time after said date, the application, as now amended or 

as it may be further amended, may be granted as provided 
in Rule 23 of the General Rules and Regulations promul- 
gated under the Act, or the Commission may grant exemp- 
tion from such rules as provided in Rules 20(a) and 100 
thereof or take such other action as it may deem appro- 
priate. Persons who request a hearing or advice as to 
whether a hearing is ordered will receive notice of further 
developments in this matter, including the date of the 
hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





PUBLIC UTILITY HOLDING COMPANY ACT OF 1935 
Release No. 18298/March 1, 1974 


In the Matter of 


GEORGIA POWER COMPANY 
270 Peachtree Street, N. W. 
Atlanta, Georgia 30303 
(70-5463) 


NOTICE OF PROPOSED ISSUANCE AND SALE OF 
NOTES TO BANKS AND TO A DEALER IN COM— 
MERCIAL PAPER; EXCEPTION FROM COMPETITIVE 
BIDDING. 
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NOTICE IS HEREBY GIVEN that Georgia Power Com- 
pany, an electric utility subsidiary company of The 
Southern Company (“Southern”), a registered holding com- 
pany, has filed an application-declaration and amendment 
thereto with this Commission pursuant to the Public Utility 
Holding Company Act of 1935 ("Act"), designating Sections 
6(a), 6(b), 7, and 12 of the Act and Rules 45 and 50 pro- 
mulgated thereunder as applicable to the proposed trans- 
actions. All interested persons are referred to the amended 
application-declaration, which is summarized below, for a 
complete statement of the proposed transactions. 


Georgia proposes to issue and sell unsecured notes to banks 
and/or commercial paper to dealers from time to time 
through March 31, 1975, up to an aggregate principal 
amount of $250,000,000 outstanding at any one time. The 
bank notes, to be dated as of the date of issue, are to mature 
not more than nine months after the date of issue, and will 
bear interest at a rate not in excess of the prime rate in 
effect at the lending bank. The notes may be prepaid, in 
whole or in part, without penalty or premium. Georgia 
requests that the exemption afforded by Section 6(b) of 
the Act relating to the issuance of short-term notes be 
increased to permit issue and sale of the notes herein pro- 
posed. 


The financing herein proposed by Georgia is part of a 
system-wide interim financing program. The analogous 
financing programs for Southern and its other subsidiaries- 
Alabama Power Company, Gulf Power Company and Miss- 
issippi Power Company are proposed in a separate appli- 
cation-declaration (File No. 70-5471). 


Georgia has arranged to sell an aggregate of $48,883,000 of 
its bank notes to 273 local commercial banks. In addition, 
it is stated that of an aggregate of up to $60 million pro- 
posed to be borrowed by Southern from a group of eight 
non-local banks pursuant to said File No. 70-5471, a por- 
tion will be available to Georgia. Definitive arrangements 
for such borrowings from non-local banks have not yet 
been completed but is anticipated that those banks will 
require compensating balances. Assuming an 8%% prime 
rate and compensating balances of 20%, Georgia's effective 
cost of money from that source would be 10.93%. With 
respect to its borrowings from local banks, Georgia states 
that its average daily operating balances with each of such 
banks will be adequate to meet their requirements for com- 
pensating balances. 


Georgia also proposes, from time to time through March 31, 
1975, to issue and sell commercial paper in the form of 
short-term promissory notes to Salomon Brothers, a dealer 
in commercial paper (“dealer”). The commercial paper 
notes will have varying maturities of not more than 270 
days after the date of issue and will be sold in varying de- 
nominations of not less than $50,000 and not more than 
$5,000,000 directly to or through Salomon Brothers at a 
discount which will not be in excess of the discount rate 
per annum prevailing at the date of issuance for prime 
commercial paper of comparable quality and of like matu- 
rities. No commercial paper notes will be issued having a 
maturity of more than 90 days at an effective interest cost 
which exceeds the effective interest cost at which the issuer 
could borrow from banks. 

















































Salomon Brothers, as principal, will reoffer the commercial 
paper at a discount rate of 1/8 of 1% per annum less than 
the prevailing interest rate to the issuer. The commercial 
paper of Georgia will be reoffered, respectively, to not 
more than 200 customers of the dealer identified and 
designated in a nonpublic list prepared in advance by the 
dealer. No additions will be made to such list of customers 
without the approval of the Commission. y 
Georgia will employ the proceeds of the short-term bank 
notes and commercial paper to finance its future program, 
to reimburse its treasury for prior expenditures for its re- 
spective construction program, and to pay at maturity 
bank notes and commercial paper notes incurred for such 
purposes. The total estimated construction expenses of 
Georgia for 1974 are $529,005,000. The bank notes and/ 
or commercial paper to be issued pursuant to Georgia’s 
proposals herein are expected to be retired from the pro- 
ceeds of debt and/or equity financings unless otherwise 
authorized by the Commission. 


Georgia requests exception from the competitive bidding 
requirements of Rule 50 in connection with the sale of 


commercial paper notes pursuant to clause (a) (5) (B) there- 


of. It is stated, in this connection, that (a) all commercial 
paper which Georgia proposes to issue and sell will have a 
maturity not in excess of 270 days, (b) current rates for 
commercial paper for prime borrowers, such as Georgia, 
are published daily in financial publications, and (c) it is 
not practical to invite invitations for bids for commercial 
paper. 


Fees and expenses incident to the proposed transactions are 
estimated to total $1,500, including legal fees of $1,000. 
Georgia states that no State commission and no Federal 
commission, other than this Commission, has jurisdiction 
over the proposed transactions. 


Georgia requests authority to file certificates of noti- 
fication under Rule 24 in respect of its herein proposed 
borrowings within 30 days after the end of each calendar 
quarter. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than March 26, 1974, request in writing that 
a hearing be held on such matter, stating the nature of his 
interest, the reasons for such request, and the issues of 
fact or law raised by said application-declaration, as 
amended, which he desires to controvert; or he may re- 
quest that he be notified if the Commission should order 
ahearing thereon. Any such request should be addressed: 
Secretary, Securities and Exchange Commission, Wash- 
ington, D. C. 20549. A copy of such request should be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon the applicant-declarant at the above-stated 
address, and proof of service (by affidavit or, in case of an 
attorney-at-law, by certificate) should be filed with the 
request. At any time after said date, the application-decla- 
ration, as amended, or as it may be further amended, may 
be granted and permitted to become effective as provided 
in Rule 23 of the General Rules and Regulations pro- 
mulgated under the Act, or the Commission may grant 
exemption from such rules as provided in Rules 20(a) and 
100 thereof or take such other action as it may deem 
appropriate. Persons who request a hearing or advice as to 


whether a hearing is ordered will receive notice of further 
developments in this matter, including the date of the hear- 
ing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Corporate Regu- 
lation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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INVESTMENT COMPANY ACT OF 1940 
Release No. 8245/February 25, 1974 


NOTICE OF PROPOSAL TO AMEND RULE 17d-1 
UNDER THE INVESTMENT COMPANY ACT OF 1940 
TO PROVIDE AN EXEMPTION FROM THE RULE FOR 
AFFILIATED PERSONS WITH RESPECT TO CERTAIN 
SERVICE AGREEMENTS WITH INVESTMENT COM- 
PANIES. (File No. S7-513) 


NOTICE IS HEREBY GIVEN that the Securities and Ex- 
change Commission has under consideration the amend- 
ment of Rule 17d-1 under the Investment Company Act 
of 1940 ("Act"), as amended, in order to permit affiliated 
persons or principal underwriters, or affiliated persons 
thereof, of registered investment companies to enter into 
service agreements with such companies which meet speci- 
fied standards. The proposed amendment would be a- 
dopted pursuant to Sections 6(c), 17(d), and 38(a) of the 
Act. 


A number of registered investment companies have entered 
into agreements with affiliated persons or principal under- 
writers or affiliated persons of such persons or principal 
underwriters pursuant to which the affiliates provide the 
investment companies with services other than those of 
acting (a) as investment adviser as provided for in Section 15 
of the Act, or (b) as an underwriter or broker within the 
meaning of Section 17(e) (1) of the Act. Representatives 
of various investment companies have brought to the Com- 
mission’s attention the need for clarification of the appli- 
cability of Section 17(d) of the Act and Rule 17d-1 there- 
under to such arrangements (referred to herein as “service 
agreements”). 1/ 


As here pertinent, Section 17(d) and Rule 17d-1 prohibit 
an affiliated person or principal underwriter of a registered 
investment company, or any affiliated person of such person 
or principal underwriter from acting as principal in a joint 
transaction or joint arrangement with the investment com- 
pany unless the Commission issues a formal order permit- 
ting the transaction. Although the type of service agree- 
ment with which the proposed amendment to the Rule 
would deal involves services usually regarded as being per- 
formed on an agency basis, such as acting as transfer agent, 
the parties may be viewed as acting as principals when 
they enter into the agreement. The proposed amendment 
to Rule 17d-1 is intended to remove any question as to 
the legality under Section 17(d) and Rule 17d-1 of service 
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agreements meeting certain specified standards. The stand- 
ards of the proposed amendment are, of course, pros- 


pective and would be operative only if and when the amend- 


ment is adopted. 


The proposed amendment would modify Rule 17d-1 to 
expand its exclusionary language to encompass a written 
service agreement approved and renewed in the manner 
required for advisory agreements by Sections 15(a) and 
15(c) provided that a majority of the directors of the 
investment company who are not interested persons speci- 
fically find in the course of a review such as they would 
make if the provisions of Section 15 were applicable that: 


(1) such contract is in the best interest of the company and 
its shareholders; 


(2) the services to be performed pursuant to the contract 
are services required for the operation of the company; 


(3) the affiliated person or principal underwriter can pro- 
vide services the nature and quality of which are at least 
equal to those provided by others offering the same or 
similar services; and 


(4) the fees for such services are fair and reasonable in the 
light of the usual and customary charges made by others 
for services of the same nature and quality. 2/ 


The Commission intends that the above would represent 
only the minimum findings that the directors would be 
required to make under the proposed rule. Also, the 
directors would be expected to make findings in this con- 
text only after a thorough examination of ali relevant facts. 


If amended as proposed, Rule 17d-1 would read as follows 
(proposed new language italicized): 


Rule 17d-1. Applications Regarding Joint Enterprises or 
Arrangements and Certain Profit-Sharing Plans. 


(c) “Joint enterprise or other joint arrangement or profit- 
sharing plan” as used in this rule shall mean any written or 
oral plan, contract, authorization or arrangement, or any 
practice or understanding concerning an enterprise or 
undertaking whereby a registered investment company or a 
controlled company thereof and any affiliated person of or 
a principal underwriter for such registered investment 
company, or any affiliated person of such a person or prin- 
cipal underwriter, have a joint or a joint and several parti- 
cipation, or share in the profits of such enterprise or under- 
taking, including, but not limited to, any stock option or 
stock purchase plan, but shall not include (i) an invest- 
ment advisory contract subject to Section 15 of the Act 

or (ii) any other written contract for services for such 
registered investment company which is approved and re- 
newed in the manner required for investment advisory con- 
tracts by Sections 15(a) and 15(c) provided that a majority 
of the directors of the investment company who are not 
interested persons determine that: 


(A) such contract is in the best interest of the company 
and its shareholders; 


(B) the services to be performed pursuant to the contract 
are services required for the operation of the company; 
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(C) the affiliated person or principal underwriter can pro- 
vide services the nature and quality of which are at least 
equal to those provided by others offering the same or 
similar services; and 


(D) the fees for such services are fair and reasonable in the 
light of the usual and customary charges made by others for 
services of the same nature and quality. 


The proposed amendment will not diminish in any way the 
fiduciary responsibilities under Section 36 of the Act of 
the persons enumerated in that section, including directors 
who are not interested persons as defined in the Act. No 
agreement excepted from the provisions of Rule 17d-1 by 
the proposed amendment should relate to services which 
could not otherwise properly be paid for by the investment 
company. When considering a service agreement involving 
affiliates, the directors should examine in particular not 
only the factors contained in the amendment proposed 
herein but also the extent to which the fee structure of 
any such agreement provides for a reduction in payments 
resulting from economies of scale as well as whether it 
provides a reasonable rate of return on the capital invested 
by the persons performing the services. The directors 
should be furnished information adequate to make judg 
ments on these and other relevant issues by the contracting 
party. 


These considerations are not intended to preclude affiliates 
who perform services for investment companies from 
realizing reasonable profits necessary to afford economic 
incentives. They are intended, however, to assure that 
those who derive economic benefits from their fiduciary 
relationship with investment companies do not abuse that 
relationship. In light of this intent, a standard of reason- 
ableness should be applied not only to the profits to be 
gained from the specific services, but those from the af- 
filiated relationship viewed as a whole. 3/ 


All interested persons are invited to submit views and 
comments with respect to the proposals, in writing, to 
George A. Fitzsimmons, Secretary, Securities and Exchange 
Commission, Washington, D. C. 20549, on or before April 
30, 1974. All communications with respect to this matter 
should refer to File No. S7-513. Such communications 
will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ Section 17(d) and Rule 17d-1(a) and Section 17(e) of 
the Act contain language which removes from their cover- 
age most of the underwriting and brokerage activities per- 
formed by affiliates. Rule 17d-1(c) presently excludes an 
investment advisory contract subject to Section 15 of the 
Act from the protections offered by Section 17(d) and 
Rule 17d-1 thereunder. The provisions of investment advi- 
sory contracts subject to Section 15, however, include only 
those which directly provide for investment advice, port- 
folio management, and correlative matters such as the 
compensation for or duration and termination of investment 
advisory arrangements and the execution of portfolio trans- 
actions. Other provisions of such contracts, which deal 
with housekeeping functions for the investment company, 
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such as transfer agent services or other non-investment 
advisory matters are not included within the ambit of 
Section 15 and are thus not excluded from present Rule 
17d-1. 


2/ The concept of usual and customary charge for service 
rendered is also found in the provisions of Section 17(e) (2) 
of the Act. 

3/ While Section 36(b) (4) provides that Section 36(b) 
“shall not apply to compensation or payments made in 
connection with transactions subject to Section 17... or 
rules, regulations, or orders thereunder . . . ,” compensation 
from Section 17 transactions may be taken into account in 
determining the reasonableness of overall management 
compensation. See testimony of then Chairman Hamer 
Budge on the 1970 Act Amendments to the Act before the 
Subcommittee on Commerce and Finance of the House 
Committee on Interstate and Foreign Commerce, 91st 
Cong., 2d Sess., Pt. 1 (1969) pp. 177-178. 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8246/February 25,.1974 


In the Matter of 


INVESTCO, INC. 

c/o Joel M. Carson 

300 American Home Bidg. 
P.O. Drawer 239 

Artesia, New Mexico 88210 
(811-974) 


NOTICE OF PROPOSAL TO TERMINATE REGIS- 
TRATION PURSUANT TO SECTION 8(f) OF THE ACT 


NOTICE 1S HEREBY GIVEN that the Commission pro- 
poses, pursuant to Section 8(f) of the Investment Company 
Act of 1940 ("Act”), to declare by order upon its own 
motion that Investco, Inc., registered under the Act as a 
diversified open-end investment company, has ceased to 

be an investment company as defined in the Act. 


Investco, Inc. was organized under the laws of the State of 
New Mexico on July 18, 1960. It filed its Notification of 
Registration on Form N-8A under the Act anda Regis- 
tration Statement under the Securities Act of 1933 on 
August 19, 1960. The Registration Statement for the pro- 
posed public offering of 5,000,000 shares of its common 
stock did not become effective, and on January 14, 1963, 
the Commission consented to its withdrawal. 


According to information in the Commission’s files, it 
appears that Investco, Inc. conducted no investment busi- 
ness after January 21, 1964, and presently has nine share- 
holders and assets consisting of a savings and loan account 
amounting to about $2,500. It is not anticipated Investco, 
Inc. will make any public offering. 


Section 3(c) (1) of the Act states, among other things, that 
any issuer whose outstanding securities (other than short- 
term paper) are beneficially owned by not more than 100 
Persons and which is not making and does not presently 


propose to make a public offering of its securities is not an 
investment company within the meaning of the Act. 


Section 8(f) of the Act provides, in pertinent part, that 
when the Commission, on its own motion or upon appli- 
cation, finds that a registered investment company has 
ceased to be an investment company, it shall so declare by 
order, and, upon the effectiveness of such order, the regis- 
tration of such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than March 25, 1974, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on this 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues of fact 
or law proposed to be controverted, or he may request that 
he be notified if the Commission shall order a hearing thereon. 
Any such communication should be addressed: Secretary, 
Securities and Exchange Commission, Washington, D. C. 
20549. Acopy of such request shall be served personally 
or by mail (air mail if the person being served is located 
more than 500 miles from the point of mailing) upon 
Investco, Inc. at the address stated above. Proof of such 
service (by affidavit, or in the case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the re- 
quest. As provided by Rule O-5 of the Rules and Regu- 
lations promulgated under the Act, an order disposing of 
the Application herein will be issued as of course following 
said date unless the Commission thereafter orders a hearing 
upon request or upon the Commission’s own motion. Per- 
sons who request a hearing or advice as to whether a hearing 
is ordered will receive notice of further developments in 
this matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8247/February 26, 1974 


In the Matter of 


NATIONAL INVESTORS CORPORATION 
65 Broadway 

New York, New York 10006 

(812-3555) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
EXEMPTING FROM SECTION 22(d) THE SALE BY AN 
OPEN-END COMPANY OF ITS SECURITIES AT OTHER 
THAN PUBLIC OFFERING PRICE 


National Investors Corporation (“Applicant”), a Maryland 
corporation registered under the Investment Company Act 
of 1940 ("Act”) as a diversified, open-end management 
investment company, has filed an application pursuant to 
Section 6(c) of the Act for an order of the Commission 
granting exemption from the provisions of Section 22(d) of 
the Act to the extent necessary to permit Applicant to issue 
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its redeemable securities without charging any sales load 
in exchange for the assets of Hicks Investment Companv. 


The Commission on January 30, 1974, issued a notice of 
the filing of said application (Investment Company Act Re- 
lease No. 8201). The notice gave interested persons an 
opportunity to request a hearing and stated that an order 
disposing of the application might be issued upon the 

basis of the information stated therein unless a hearing 
should be ordered. No request for a hearing has been 

filed and the Commission has not ordered a hearing. 


This matter having been considered, it is found that the 
requested exemption is appropriate in the public interest 
and consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions of 
the Act. 


IT 1S ORDERED, pursuant to Section 6(c) of the Act, that 
said application be, and hereby is, granted, effective forth- 
with. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8248/February 26, 1974 


In the Matter of 


T. ROWE PRICE GROWTH STOCK FUND, INC. 
One Charles Center 

Baltimore, Maryland 21201 

(812-3592) 


ORDER PURSUANT TO SECTION 6(c) GRANTING EX- 
EMPTION FROM SECTION 2(a) (19) 


T. Rowe Price Growth Stock Fund, Inc. ("Fund”), an open- 
end, diversified management investment company registered 
under the Investment Company Act of 1940 (“Act”), has 
filed an application pursuant to Section 6(c) of the Act 

for an order of the Commission declaring that Mr. D. Reid 
Weedon, Jr. shall not be deemed an “interested person” of 
Fund within the meaning of Section 2(a) (19) of the Act 
solely by reason of his status as an officer and shareholder 
of Arthur D. Little, Inc., the parent of a registered broker- 
dealer. 


On January 31, 1974, a notice (Investment Company Act 
Release No. 8212) was issued of the filing of said appli- 
cation. The notice gave interested persons an opportunity 
to request a hearing and stated that an order disposing of 
the application might be issued upon the basis of the in- 
formation stated therein unless a hearing should be ordered. 
No request for a hearing has been filed, and the Commission 
has not ordered a hearing. 


The matter has been considered, and it is found that the 
granting of the requested exemption is appropriate in the 
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and the purposes fairly intended by the policy and provi- 
sions of the Act. 


IT 1S ORDERED, pursuant to Section 6(c) of the Act, that 
the application for exemption from the provisions of Section 
2(a) (19) of the Act be, and hereby is, granted, effective 
forthwith. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8249/February 26, 1974 


In the Matter of 


INTERNATIONAL PLASMA CORPORATION 
c/o James C. Gaither 
Cooley, Godward, Castro, 
Huddleson & Tatum 
The Alcoa Building 
1 Maritime Plaza 
San Francisco, California 94111 


DURRUM INSTRUMENT CORPORATION 
c/o John A. Wilson 

Wilson, Mosher & Sonsini 

2 Palo Alto Square 

Palo Alto, California 94304 


VALUE LINE DEVELOPMENT CAPITAL CORP. 
5 East 44th Street 
New York, New York 


GENSTAR PACIFIC CORPORATION 
P. O. Box 11787 
Palo Alto, California 


SUTTER HILL CAPITAL CORPORATION 
SUTTER HILL VENTURES 

Two Palo Alto Square 

Palo Alto, California 94304 

(812-3576) 


NOTICE 1S HEREBY GIVEN that International Plasma 
Corporation (“IPC”), Durrum Instrument Corporation 
("Durrum”), Value Line Development Capital Corp. ("Value 
Line”), Genstar Pacific Corporation (“Genstar”), Sutter 
Hill Capital Corporation (“Capital”), and Sutter Hill Ven- 
tures (“Ventures”) (hereinafter collectively called “Appli- 
cants”) have filed an application pursuant to Section 17(d) 
of the Investment Company Act of 1940 ("Act”) and Rule 
17d-1 thereunder for an order authorizing Value Line and 
the other shareholders of Durrum to exchange their shares 
of Durrum common and preferred stock for shares of IPC 
common stock pursuant to an Agreement and Plan of Re- 
organization dated December 21, 1973 (the “Agreement”. 
All interested persons are referred to the application on file 
with the Commission for a statement of the representations 
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contained therein which are summarized below. 


IPC is a California corporation which designs, manufactures 
and sells plasma machines in which an excited gas causes 
chemical reactions to take place. Durrum is a Nevada corpo- 
ration which designs, manufactures and sells chemical instru- 
ments. Ventures, which holds 51% of the outstanding 
common stock of IPC, is a limited partnership whose sole 
limited partner is Genstar, a California corporation. Gen< 
star holds all of the outstanding stock of Capital, a Califor- 
nia corporation. Capital and Genstar hold in the aggregate 
41% of the outstanding shares of Durrum. Paul M. Wythes, 
a general partner of Ventures and a vice-president of Capi- 
tal, is a member of the Boards of Directors of IPC and Dur- 
rum. 


Value Line, a non-diversified, closed-end investment com- 
pany registered under the Act, holds 8% of the outstanding 
common stock of Durrum and is, therefore, an affiliated 
person of Durrum under Section 2(a) (3) of the Act. 


IPC proposes to acquire at least 90% of the outstanding 
common and preferred stock of Durrum in exchange for 
shares of IPC common stock. The Agreement provides 

that IPC will issue from 3.009 to 3.139 shares of IPC 
common stock in exchange for each share of common and 
preferred stock of Durrum. The exact exchange ratio will 

be determined on the basis of the number of shares of 
Durrum common and preferred stock outstanding at the 
closing and purchaseable on exercise of options and warrants 
then outstanding. 


Applicants state that Genstar and Capital each may be 
deemed to be an affiliated person of Durrum under the 
definition of affiliated person set forth in Section 2(a) (3) 
of the Act and, therefore, an affiliated person of an af- 
filiated person of Value Line. Applicants also state that if 
Ventures, IPC and Durrum were each deemed to be under 
the common control of Genstar, Ventures and IPC would 
each be an affiliated person of Durrum and therefore an 
affiliated person of an affiliated person of Value Line. 


Under Section 17(d) of the Act, and Rule 17d-1 thereunder, 
it is unlawful for an affiliated person of a registered invest- 
ment company, or an affiliated person of such person, to 
effect any transaction in which such investment company 
is a joint participant unless the Commission, upon appli- 
cation, has issued an order permitting such transaction. In 
Passing upon applications for such orders, the Commission 
is required to consider whether the participation of the 
investment company in such joint enterprise or arrange- 
ment on the basis proposed is consistent with the pro- 
visions, policies, and purposes of the Act and the extent 

to which such participation is on a basis different from, or 
less advantageous than, that of other participants. 


Applicants represent that the terms of the proposed trans- 
action have been considered by the Boards of Directors of 
IPC and Durrum and that each Board has determined that 
such terms are fair and reasonable. Applicants represent 
that the terms of the proposed transaction do not involve 
any unfair or less advantageous treatment of Value Line 
and are consistent with the general purposes of the Act. 


In support of such assertions, Applicants cite, among others, 
the following factors: 


1. The terms and conditions of the IPC offer will be the 
same to each Durrum shareholder (except that Value Line 
will incur none of the selling shareholder expenses). 


2. The terms of the Agreement were achieved through arms- 
length negotiation, on the basis of the financial condition 

of both companies and all other pertinent business con- 
siderations. 


3. An independent financial analysis of the transaction was 
obtained by the parties, and a favorable opinion rendered as 
to the fairness of the proposal. 


4. Value Line, exercising its independent business judg- 
ment, has concluded that its participation in the proposed 
transaction is in its best interest. 


NOTICE 1S FURTHER GIVEN that any interested person 
may, not later than March 22, 1974, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues of fact 
or law proposed to be controverted, or he may request that 
he be notified if the Commission should order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Wash- 
ington, D. C. 20549. Acopy of such request shall be served 
personally or by mail (air mail if the person being served 

is located more than 500 miles from the point of mailing) 
upon Applicants at the addresses set forth above. Proof of 
such service (by affidavit, or in case of an attorney-at-law, 
by certificate) shall be filed contemporaneously with the 
request. As provided by Rule O-5 of the Rules and Regu- 
lations promulgated under the Act, an order disposing of 
the matter will be issued as of course following said date 
unless the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. Persons 
who request a hearing, or advice as to whether a hearing is 
ordered, will receive notice of further developments in this 
matter, including the date of the hearing (if ordered) and any 
postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8250/February 25, 1974 


In the Matter of 


CAPITAL EXCHANGE FUND, INC. 

DEPOSI TORS FUND OF BOSTON, INC. 
DIVERSIFICATION FUND, INC. 

THE EXCHANGE FUND OF BOSTON, INC. 
FIDUCIARY EXCHANGE FUND, INC. 
LEVERAGE FUND OF BOSTON, INC. 

SECOND FIDUCIARY EXCHANGE FUND, INC. 
VANCE, SANDERS COMMON STOCK FUND, INC. 
VANCE, SANDERS INCOME FUND, INC. 
VANCE, SANDERS INVESTORS FUND, INC. 
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VANCE, SANDERS SPECIAL FUND, INC. 
One Beacon Street 
Boston, Massachusetts 02108 


and 


JACK L. TREYNOR 

219 East 42nd Street 

New York, New York 10017 
(812-3254) 


NOTICE OF APPLICATION PURSUANT TO SECTION 
6(c) OF THE ACT FOR EXEMPTION FROM SECTION 
2(a) (19) OF THE ACT 


NOTICE IS HEREBY GIVEN that Capital Exchange Fund, 
Inc., Depositors Fund of Boston, Inc., Diversification 
Fund, Inc., The Exchange Fund of Boston, Inc., Fiduciary 
Exchange Fund, Inc., Leverage Fund of Boston, Inc., 
Second Fiduciary Exchange Fund, Inc., Vance, Sanders 
Common Stock Fund, Inc., Vance, Sanders Income Fund, 
Inc., Vance Sanders Investors Fund, Inc., and Vance, 
Sanders Special Fund, Inc., (the “Funds”), all Massachusetts 
corporations registered as management investment com- 
panies under the Investment Company Act of 1940 (the 
“Act”), and Jack L. Treynor ("Treynor”) (hereinafter col- 
lectively called “Applicants”) have filed an application for 
an order of the Commission pursuant to Section 6(c) of 
the Act declaring that Treynor shall not be deemed an 
“interested person” of the Funds or any investment adviser 
of, or principal underwriter for, the Funds, within the 
meaning of Section 2(a) (19) of the Act, solely by reason 
of his proposed status as a director and shareholder of, and 
consultant to, O’Brien Associates, Inc., (“OA”). All inter- 
ested persons are referred to the application on file with 
the Commission for a statement of the representations 
made therein, which are summarized below. 


Treynor represents that he is considering becoming a di- 
rector of and consultant to OA and acquiring a stock inter- 
est in it of less than 5 percent of its outstanding stock. OA, 
a broker-dealer registered under the Securities Exchange 

Act of 1934 (the “1934 Act”), a member of the Midwest 
Stock Exchange, and an investment adviser registered 

under the Investment Advisers Act of 1940, offers its 
customers consulting services and portfolio analyses as a 
part of its services as a broker-dealer. OA’s customers 
presently consist principally of institutions such as pension 
and endowment trusts and their managers, and it is expected 
that this will be true for the future as well. OA generally 
does not do a retail business with individuals, does not make 
a market over-the-counter or in the third market and does 
not sell mutual fund shares or participate in underwritings. 


As a consultant, Treynor expects to spend a maximum of 
12 days a year providing advice to OA or its clients. It is 
expected that he might be called upon to give advice on 
computer programs being designed or modified by OA or 
comment on reports being prepared for specific clients of 
OA. It is expected that he also may be asked to assist 
clients of OA to make policy decisions on appropriate long- 
range risk policies for their investment portfolios or advise 
them on their decision-making processes and the manner in 
which they conduct their investment management func- 
tions. Treynor also may refer potential clients to OA and 
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explain OA’s services or reports to clients and potential 
clients. Treynor will not advise OA or its clients on short- 
term risk policies (such as whether to invest in debt securi- 
ties or common stocks on a short-term basis) or on the 
investment merit of specific companies or industries. 


The Funds state that the Funds have no financial interest in 
or relationship with OA. Vance, Sanders & Company, Inc., 
("VS"), a Maryland corporation employed by Capital Ex- 
change Fund, Inc., Depositors Fund of Boston, Inc., Di- 
versification Fund, Inc., The Exchange Fund of Boston, 
Inc., Fiduciary Exchange Fund, Inc., Leverage Fund of 
Boston, Inc., Second Fiduciary Exchange Fund, Inc., Vance, 
Sanders Income Fund, Inc., and Vance, Sanders Special 
Fund, Inc., as their investment adviser and by Vance, 
Sanders Common Stock Fund, Inc., Vance, Sanders Income 
Fund, Inc., Vance, Sanders Investors Fund, Inc., and Vance, 
Sanders Special Fund, Inc., as their principal underwriter, 
has informed the Funds that it has no financial interest in 
or relationship with OA. Boston Management & Research 
Company, Inc., ("BM&R”), a Massachusetts corporation 
which is a wholly-owned subsidiary of VS and which is 
employed by Vance, Sanders Common Stock Fund, Inc., 
and Vance, Sanders Investors Fund, Inc., as their invest- 
ment adviser, has informed the Funds that it has no financial 
interest in or relationship with OA. 


Applicants assert that Treynor would be subject to no con- 
flicts of interest as a result of his relationships with OA 
since his activities as a director, shareholder and consultant 
would be isolated from and independent of any business 
activities of the Funds and of VS and BM&R. In this con- 
nection, each Fund has undertaken that so long as Treynor 
is a director of the Fund and is concurrently a director or 
shareholder of or consultant to OA, the Fund will not enter 
into, or cause any other person to enter into any trans- 
action which might confer a benefit on OA. Each Fund 
states that VS and BM&R have advised the Fund that during 
such period VS and BM&R will not enter into, or cause any 
other person to enter into, any transaction which might 
confer a benefit on OA. Applicants further assert that 
Treynor, by virtue of such relationships with OA, would 
not be in a position, nor would he have any reason, to act 
in any way to the detriment of the Funds in connection 
with any portfolio securities transaction of the Funds. 


Applicants state that it is believed that services such as 
those provided by OA presently are provided to institu- 
tions by a number of competing investment advisers and 
brokerage firms and that the Funds, VS and BM&R are 
not foreclosing themselves from utilizing an investment 
tool. If it should be determined in the future, however, 
that it is desirable to utilize the services of OA, then, it 
will be necessary at that time for the Funds’ Board of Di- 
rectors to determine whether it is any longer in the best 
interests of the Funds to continue in effect the undertaking 
contained in this application that neither the Funds, VS 
nor BM&R will transact any business with OA. Although 
Treynor might participate in any discussions of the Boards 
of Directors of the Funds as to whether the undertakings of 
the Funds, VS and BM&R should be continued in effect, 
Treynor will not be permitted to participate in any vote 
with respect to said undertakings. 


Section 2(a) (19) of the Act, in pertinent part, defines 
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"interested person” when used with respect to an invest- 
ment company, investment adviser, or principal under- 
writer for an investment company to include any broker or 
dealer registered under the 1934 Act or any affiliated 
person of such a broker or dealer. Section 2(a) (3) defines 
an “affiliated person” of another person to include any di- 
rector of such other person. Treynor, as a director of 
O'Brien, would be an affiliated person of a broker or 

dealer and, therefore, an “interested person” of the Funds 
and of their investment adviser and principal underwriter. 


Section 6(c) of the Act provides that the Commission by 
order, upon application, may conditionally or uncondi- 
tionally exempt any person, security, or transaction from 
any provision or provisions of the Act if and to the extent 
that such exemption is necessary or appropriate in the 


public interest and consistent with the protection of invest- 


ors and the purposes fairly intended by the policy and pro- 
visions of the Act. 


Applicants contend that Treynor should not be deemed an 
“interested person” of the Funds, VS, or BM&R because 
his affiliation with OA would not affect or impair his in- 
dependence in acting on behalf of the Funds and their 
shareholders and that the requested exemption is there- 
fore consistent with the provisions of Section 6(c) of the 
Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than March 22, 1974, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on 
the matter accompanied by a statement as to the nature of 
his interest, the reasons for such request, and the issues of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Washing- 
ton, D. C. 20549. Acopy of such request shall be served 
personally or by mail (air mail if the person being served is 
located more than 500 miles from the point of mailing) 
upon Applicant at the address stated above. Proof of such 
service (by affidavit, or in the case of an attorney-at-law, 
by certificate) shall be filed contemporaneously with the 
request. As provided by Rule O-5 of the Rules and Regu- 
lations promulgated under the Act, an order disposing of 
the application herein will be issued as of course following 
March 22, 1974, unless the Commission thereafter orders 
a hearing upon request or upon the Commission’s own 
motion. Persons who request a hearing, or advice as to 
whether a hearing is ordered, will receive notice of further 


developments in this matter, including the date of the hear- 


ing (if ordered) and any postponements thereof. 
By the Commission. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8251/February 26, 1974 


NOTICE OF ADOPTION OF TEMPORARY RULE 6c-2(T) 
AND OF PROPOSAL TO ADOPT RULE 6c-2, BOTH 





UNDER THE INVESTMENT COMPANY ACT OF 1940 
CONDITIONALLY EXEMPTING CORPORATIONS 
ORGANIZED PURSUANT TO THE ALASKA NATIVE 
CLAIMS SETTLEMENT ACT FROM ALL PROVISIONS 
OF THE INVESTMENT COMPANY ACT OF 1940 
EXCEPT SECTIONS 8(a), 9, 17, 36, AND 37. (File No. 
S7-514) 


NOTICE 1S HEREBY GIVEN that the Securities and Ex- 
change Commission hereby adopts temporary Rule 6c-2(T) 
and proposes to adopt Rule 6c-2, both under the Invest- 
ment Company Act of 1940 (“Act”) to exempt from all 
provisions of the Act except Sections 8(a), 9, 17, 36, and 
37 corporations organized pursuant to the Alaska Native 
Claims Settlement Act of 1971 1/ ("Settlement Act”) 
(such corporations hereinafter referred to collectively as 
“ANCSA Corporations”). Such exemptions are conditioned 
upon adherence by the ANCSA Corporations to reporting 
and other requirements specified herein. Rule 6c-2(T) is 
effective as of December 18, 1971, the date of the enact- 
ment of the Settlement Act; it will be superseded at such 
time as the Commission takes action on proposed Rule 
6c-2, which, as proposed, would provide the same relief 

on a permanent basis as is now provided by Rule 6c-2(T). 


The ANCSA Corporations have been (or will soon be) 
organized to hold and administer the extensive land grants, 
mineral rights, cash, and mineral revenues intended by the 
Government of the United States to recompense Alaska’s 
native Indian Aleut and Eskimo population ("Alaska 
Natives”) for lands within the State of Alaska. In accord- 
ance with this statutory purpose, the ANCSA Corporations 
will be owned and managed exclusively by Alaska Natives, 
who will be given shares of stock in the ANCSA Corpo- 
rations. The ANCSA Corporations consist of twelve 
“Regional Corporations,” representing the Alaska Natives 
residing in twelve geographical districts designated by the 
Department of the Interior, and more than 200 “Village 
Corporations” within these districts each representing 
Alaska Natives residing in a village. 


Although the ANCSA Corporations are to be given sub- 
stantial real estate and subsurface mineral interests, many 
of such interests are not presently specifically identifiable 
as they are to be selected and acquired over a four-year 
period in accordance with the provisions of the Settlement 
Act. Distribution of a significant portion of monetary 
compensation was made almost immediately upon enact- 
ment of the Settlement Act, however, and $130,000,000 
of such monies has already been received by the twelve 
Regional Corporations. Furthermore, large additional 
distributions of cash will be made to the ANCSA Corpo- 
rations in the next few years, so that, during this period, 
at least until they have fully exercised their land grant 
privileges and have begun to engage primarily in owning 
land or operating a business, many of the ANCSA Corpo- 
rations may be investment companies within the meaning 
of Sections 3(a) (1) and 3(a) (3) of the Act. 2/ 


It appears that, without compliance with the Act or ex- 
emptive relief by the Commission, questions may be 
raised whether many ANCSA Corporations may operate 
in interstate commerce or buy securities in interstate com- 
merce. 3/ Several ANCSA Corporations have filed appli- 
cations for orders of the Commission pursuant to Section 
3(b) (2) of the Act, each claiming, in effect, that the appli- 
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cant is primarily engaged in a business other than that of 
being an investment company. 4/ In view of the large 
number of ANCSA Corporations, many of which are 
potential applicants of this type, and the serious question 
as to whether such ANCSA Corporations can meet the 
operational prerequisites for a Section 3(b) (2) order, the 
Commission has determined to grant appropriate tem- 
porary exemptive relief by the promulgation of a rule pur- 
suant to Section 6(c) of the Act and to propose that such 
relief be made permanent. 


Rule 6c-2(T) temporarily removes all ANCSA Corporations 
from the burden of complying with various requirements 
of the Act. Such corporations will be obliged to comply 
with only those provisions which provide essential pro- 
tection for the substantial pools of liquid capital they hold 
in trust for the Alaska Natives. Accordingly, Rule 6c-2(T) 
provides that the ANCSA Corporations shall be exempt 
from all provisions of the Act except Sections 8(a), 9, 17, 
36, and 37 provided, however, that such corporations must 
comply with certain reporting and other requirements set 
forth in the rule. Rule 6c-2 would provide exactly the 
same relief on a permanent basis, if adopted. 


Section 8(a) of the Act requires the ANCSA Corporations 
to register with the Commission by filing a Form N-8A 
disclosing basic information such as the name and address 
of the corporation, the names of its officers, directors, and 
adviser and the identity of other companies substantial 
amounts of the securities of which are held by the regis- 
trant. The more detailed Form N-8B-1 registration state- 
ment will not be required. 


Section 9 of the Act prohibits a person convicted of 
certain crimes or enjoined from certain specified activities, 
generally crimes and activities involving securities trans- 
actions and the functions of underwriters, brokers, dealers 
and financial institutions, from serving as an officer, di- 
rector, member of an advisory board, investment adviser, 
or depositor of a registered investment company. Section 
9 also provides procedures for the removal of this prohi- 
bition under appropriate circumstances. 


Section 17, generally speaking, requires Commission ap- 
proval before the ANCSA Corporations may engage in 
certain transactions with affiliated persons. 


Section 36 authorizes the Commission or a shareholder to 
bring a civil action against officers, directors, members of 
advisory boards, investment advisers, depositors or under- 
writers of registered companies for breach of fiduciary duty 
involving personal misconduct. It further provides that 

an investment adviser is deemed to have a fiduciary duty 
with respect to the receipt of compensation for services or 
payments of a material nature paid by the investment com- 
pany. 


Section 37 makes it a crime under the Act to steal or em- 
bezzle the property of an investment company. 


The exemptions granted by the rules may be claimed only 
by ANCSA Corporations which meet conditions requiring 
them to file annually with the Commission copies of re- 
ports required by Section 7(o) of the Settlement Act, and 
to maintain the records used as the basis for such reports 
for examination by the Commission. 
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Rule 6(c) - 2(T) is hereby adopted pursuant to Sections 6 
(c), 38(a), and 39 of the Act. Proposed Rule 6(c) -2 would 
be adopted pursuant to the same provisions. Section 6(c) 
of the Act provides that the Commission by rule, regu- 
lation, or order may conditionally or unconditionally 
exempt any person, security, or transaction or any class of 
persons, securities, or transactions from any provision or 
provisions of the Act if such exemption is necessary or 
appropriate in the public interest and consistent with the 
protection of investors and the purposes intended by the 
policy and provisions of the Act. Section 38(a) states, 

in part, that the Commission shall have the authority from 
time to time to make, issue and amend such rules and regu- 
lations as are necessary or appropriate to the exercise of 
the powers conferred upon the Commission elsewhere in 
the Act. Section 39 states in part that, subject to the 
Federal Register Act, rules and regulations of the Com- 
mission under the Act shall be effective upon publication 
in the manner prescribed by the Commission. 


The text of Rule 6c-2(T) is as follows: 
Rule 6c-2(T} Temporary Exemption for Corporations 


Organized pursuant to the Alaska Native 
Claims Settlement Act of 1971. 


Any corporation organized pursuant to the Alaska Native 
Claims Settlement Act of 1971 (“Settlement Act”) ("AN 
CSA Corporations”) shall be temporarily exempt from all 
provisions of the Act except Sections 8(a), 9, 17, 36, and 
37 subject to the following conditions: 


Any company claiming exemptions pursuant to this rule 
shall file annually with the Commission copies of the re- 
ports required by Section 7(o) of the Settlement Act 
and shall maintain and keep current the accounts, books, 
and other documents relating to its business which consti- 
tute the record forming the basis for such information 
and of the auditor's certifications thereto. All such ac- 
counts, books, and other documents shall be subject at 
any time and from time to time to such reasonable periodic, 
special, and other examinations by the Commission, or 
any member or representative thereof, as the Commission 
may prescribe. Such company shall furnish to the Com- 
mission, within such time as the Commission may pre- 
scribe, copies of or extracts from such records which may 
be prepared without undue effort, expense, or delay as 
the Commission may by order require. 


The Commission finds that the adoption of Rule 6c-2(T) is 
appropriate in the public interest and is consistent with 
the protection of investors and the purposes intended by 
the policy and provisions of the Act. The Commission 
further finds, in accordance with the requirements of 

the Administrative Procedure Act, 5/ that notice of Rule 
6c-2(T) prior to its adoption and public procedure thereon 
are impracticable and unnecessary since the rule will be 
temporary in its effect and will not exempt any ANCSA 
Corporations from those provisions of the Act needed to 
provide essential protections for the assets being held for 
the benefit of the Alaska Natives until such time as the 
rule is adopted. 6/ Accordingly, Rule 6c2(T) shall become 
effective on February 26, 1974, retroactive to December 
18, 1971, the date of enactment of the Settlement Act. 


The text of proposed Rule 6c-2 is as follows: 
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Rule 6c-2 Exemption for Corporations Organized 
pursuant to the Alaska Native Claims Settle- 
ment Act of 1971. 


Any corporation organized pursuant to the Alaska Native 
Claims Settlement Act of 1971 ("Settlement Act”) 
(“ANCSA Corporation”) shall be exempt from all provisions 
of the Act except Sections 8(a), 9, 17, 36, and 37 subject 

to the following conditions: ¢ 


Any company claiming exemptions pursuant to this rule 
shall file annually with the Commission copies of the 
reports required by Section 7(o) of the Settlement Act and 
shall maintain and keep current the accounts, books, and 
other documents relating to its business which constitute 
the record forming the basis for such information and of 
the auditor’s certifications thereto. All such accounts, 
books, and other documents shall be subject at any time 
and from time to time to such reasonable periodic, special, 
and other examinations by the Commission, or any member 
or representative thereof, as the Commission may pre- 


scribe. Such company shall furnish to the Commission, with- 


in such time as the Commission may prescribe, copies of or 
extracts from such records which may be prepared without 
undue effort, expense, or delay as the Commission may 

by order require. 


All interested persons are invited to submit views and 
comments with respect to proposed Rule 6c-2, in writing, 
to George A. Fitzsimmons, Secretary, Securities and Ex- 
change Commission, Washington, D. C. 20549, on or before 
April 10, 1974. All communications with respect to this 
matter should refer to File No. S7-514. Such communi- 
cations will be available for public inspection. 


By the Commission. 


George A. Fitzsimmons 
Secretary 


1/ 85 Stat. 688 


2/ Section 3(a) (1) defines “investment company” as any 
issuer which is or holds itself out as being engaged pri- 
marily, or proposes to engage primarily, in the business of 
investing, reinvesting, or trading in securities. Section 3(a) 
(3) defines “investment company” as any issuer which is 
engaged or proposes to engage in the business of investing, 
reinvesting, owning, holding, or trading in securities, and 
Owns Or proposes to acquire investment securities having a 
value exceeding 40 percent of the value of such issuer's 
total assets (excluding Government securities and cash 
items) on an unconsolidated basis. 


3/ Such activities might be precluded by Sections 7(a) 

(4) and 7(b) (3) of the Act, which provide, respectively, 

that an unregistered investment company may not engage 

in any business in interstate commerce and that no depositor 
or trustee of or underwriter for any unregistered invest- 

ment company may sell or purchase for the account of 

such company, by the use of the mails or any means or 
instrumentality of interstate commerce, any security or 
interest in a security, by whomever issued. 


4/ Section 3(b) (2) provides, in pertinent part, that if the 
Commission finds that an issuer is primarily engaged in a 








business or businesses other than that of investing, reinvest- 
ing, owning, holding, or trading in securities, such issuer will 
not be an investment company within the meaning of the 
Act. 


5/ 5U.S.C. 8551 et seq. (1970) 


6/ Id. 8553 (d) (1). 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8252/February 25, 1974 


In the Matter of 


FORD INTERNATIONAL FINANCE CORPORATION 
c/o Ford Motor Company 

The American Road 

Dearborn, Michigan 

(812-3437) 


ORDER EXEMPTING APPLICANT FROM ALL PRO- 
VISIONS OF THE ACT PURSUANT TO SECTION 6(c) 


Ford International Finance Corporation (“Applicant”), a 
Delaware corporation has filed an application pursuant to 
Section 6(c) of the Investment Company Act of 1940 (the 
"Act”) for an order exempting it from all provisions of the 
Act. 


Applicant, which was organized as a Finance Subsidiary of 
the Ford Motor Company, presently operates in conformity 
with the provisions of Rule 6c-1. 


In March 1973, Applicant issued and sold, through under- 
writers, to foreign purchasers, an aggregate of $75,000,000 
principal amount of its convertible guaranteed debentures, 
due a maximum of 15 years from the date of issue. Such 
offering was designated as subject to the Interest Equali- 
zation Tax in accordance with applicable provisions of the 
Internal Revenue Code. 


Applicant proposes to lend a portion or all of the proceeds 
of its foreign public offering to Ford. This would enable 
Ford to make investments directly in its foreign affiliates, 
rather than require Applicant to make such investments 
for Ford. Any funds loaned to Ford would, within a 
short time thereafter, be invested in a foreign affiliated of 
Ford, either as loans or as equity investments. 


On January 22, 1974, the Commission issued a notice of 
the filing of the application (Investment Company Act 
Release No. 8196). The notice gave interested persons an 
opportunity to request a hearing and stated that an order 
disposing of the application might be issued upon the basis 
of the information stated in the application unless a hearing 
should be ordered. No request for a hearing has been filed 
and the Commission has not ordered a hearing. 


On the 30th day of January 1974, the President, by Execu- 
tive Order No. 11766, reduced the Interest Equalization Tax 
to zero, effective as of that date. 

The matter has been considered and it has been found the 
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exemption requested is necessary or appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy 
and provisions of the Act. Accordingly, 


1T 1S ORDERED pursuant to Section 6(c) of the Act that 
the application for exemption from all provisions of the Act 
be, and hereby is, granted, effective forthwith, subject to 
the following conditions: (i) that the Applicant comply 
with all of the requirements of paragraph (b) of Rule 6c-1, 
except subparagraph 6 thereof, and (ii) that the Applicant 
not issue (except to Ford or a subsidiary of Ford which is 
not an investment company) any securities without a 
further order of the Commission; provided, however, that 
in the event that the Applicant becomes exempt from each 
and every provision of the Act pursuant to Rule 6c-1 under 
the Act or the Commission adopts, amends, or interprets 

a Rule under the Act which would exempt the Applicant 
from each and every provision of the Act, nothing con- 
tained in this order, or the conditions to which it is subject, 
shall preclude the Applicant from being exempt from the 
Act by virtue solely of the applicability of said Rule or 
interpretation. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release Nc. 8253/February 27, 1974 


In the Matter of 


MERIDIAN INCOME SECURITIES, INC. 
10 Light Street 

Baltimore, Maryland 21202 

(811-2377) 


NOTICE OF PROPOSAL TO TERMINATE REGISTRA- 
TION PURSUANT TO SECTION 8(f) OF THE ACT 


NOTICE IS HEREBY GIVEN that the Commission pro- 
poses, pursuant to Section 8(f) of the Investment Company 
Act of 1940 ("Act”), to declare by order upon its own 
motion that Meridian Income Securities, Inc. (“Fund”), 
registered under the Act as a closed-end, diversified manage- 
ment investment company, has ceased to be an investment 
company. 


Fund was organized as a Maryland corporation on April 19, 
1973, and filed a Notification of Registration on Form N- 
8A anda Registration Statement on Form N-8B-1 with the 
Commission on April 23, 1973. On that same date, Fund 
filed a Form $5 Registration Statement under the Securi- 
ties Act of 1933 ("1933 Act”), which 1933 Act Registra- 
tion Statement was withdrawn by the Commission on Jan- 
uary 15, 1974. 


The Commission’s records indicate that Fund has suspended 
its plans to offer its shares to the public. Fund presently 
has no assets and no public shareholders. 
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Section 8(f) of the Act provides, in pertinent part, that 
when the Commission, on its own motion or upon appli- 

cation, finds a registered investment company has ceased 

to be an investment company, it shall so declare by order, 
and, upon the effectiveness of such order, the registration 
of such company shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than March 25, 1974, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues of fact 
or law proposed to be controverted, or he may request 
that he be notified if the Commission should order a hearing 
thereon. Any such communication should be addressed: 
Secretary, Securities and Exchange Commission, Wash- 
ington, D. C. 20549. A copy of such request shall be served 
personally or by mail (air mail if the person being served is 
located more than 500 miles from the point of mailing) 
upon the Fund at the address set forth above. Proof of 
such service (by affidavit, or in case of an attorney-at-law, 
by certificate) shall be filed contemporaneously with the 
request. As provided by Rule O-5 of the Rules and Regu- 
lations promulgated under the Act, an order disposing of 
the matter will be issued as of course following said date 
unless the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. Persons 
who request a hearing, or advice as to whether a hearing is 
ordered, will receive notice of further developments in 
this matter, including the date of the hearing (if ordered) 
and any postponements thereof. 


For the Commission, by The Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8254/February 27, 1974 


In the Matter of 


THE WILLOW FUND, INC. 
1 Chase Manhattan Plaza 
New York, New York 10005 
(812-3577) 


ORDER PURSUANT TO SECTION 17(b) OF THE ACT 
EXEMPTING PROPOSED TRANSACTION FROM 
SECTION 17(a) OF THE ACT 


The Willow Fund, Inc. (“Fund”), an open-end, non-diversi- 
fied management investment company registered under the 
Investment Company Act of 1940 ("Act”), has filed an 
application pursuant to Section 17(b) of the Act for an 
order of the Commission exempting from Section 17(a) 
of the Act the sale of 11,100 shares of common stock of 
Equity Funding Corporation of America to Wertheim & 
Co. and its affiliates Wertheim & Co., Inc. and Wertheim 
Advisers, Inc., respectively, the Fund’s principal under- 
writer and investment adviser. 
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On February 1, 1974, a notice (Investment Company Act 


Release No. 8213) was issued of the filing of said application. 
The notice gave interested persons an opportunity to request 


ahearing and stated that an order disposing of the appli- 
cation might be issued upon the basis of the information 
stated therein unless a hearing should be ordered. No re- 
quest for a hearing has been filed, and the Commission has 
not ordered a hearing. The matter having been considered, 
it is found, on the basis of the information stated in the 
application, that the terms of the proposed transaction are 
fair and reasonable and do not involve overreaching on the 
part of any person concerned, and that the proposed 
transaction is consistent with the policies of the Fund and 
with the general purposes of the Act. 


IT |S ORDERED, pursuant to Section 17(b) of the Act, 
that the proposed transaction as set forth in the application 
be, and hereby is, exempted from the provisions of Section 
17(a) of the Act, effective forthwith. 


For the Commission, by the Division of Investment Manage- 


ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8255/February 28, 1974 


In the Matter of 


E. F. HUTTON TAX-EXEMPT FUND 
(NATIONAL SERIES 12 AND SUBSEQUENT 
NATIONAL AND STATE SERIES SIMILARLY 
OR OTHERWISE TITLED) 


c/o E. F. Hutton & Company Inc. 
One Battery Park Plaza 

New York, New York 10004 
(812-3134) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
AMENDING PRIOR ORDER GRANTING EXEMPTION 
FROM RULE 22c-1 UNDER THE ACT 


E. F. Hutton Tax-Exempt Fund (”Fund”) (National Series 
12 and Subsequent National and State Series similarly or 
otherwise titled) (“Applicant”), a unit investment trust 
registered under the Investment Company Act of 1940 
("Act”), has filed an application pursuant to Section 6(c) 
of the Act for an order amending the order of the Com- 
mission, dated April 24, 1972 (Investment Company Re- 
lease No. 7144) granting E. F. Hutton Tax-Exempt Fund 
(National Series 1-4, California Series 1-2 and 3, New York 
Series 1 and 2 and All Subsequent National and State 
Series Similarly or Otherwise Titled) an exemption from 


Rule 22c-1 under the Act with respect to secondary market 


operations of the Fund’s sponsor, to include and make 
applicable such exemption to National Series 12 and sub- 
sequent state and national series of the Applicant. 





On February 6, 1974, a notice (Investment Company Act 








Release No. 8220) was issued of the filing of said application. 





The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order disposing of the 
application might be issued upon the basis of the infor- 
mation stated therein unless a hearing should be ordered. 
No request for hearing has been filed and the Commission 
has not ordered a hearing. 


The matter has been considered and it is found that the 
granting of the requested exemption is appropriate in the 
public interest and consistent with the protection of 
investors and the purposes fairly intended by the policy and 
provisions of the Act. 


IT IS ORDERED, pursuant to Section 6(c) of the Act, that 
the application to amend the order dated April 24, 1972 be 
and hereby is, granted, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8256/February 26, 1974 


In the Matter of 


UNIFIED FUNDS, INC. 
UNIFIED MUTUAL SHARES, INC. 
UNIFIED GROWTH FUND, INC. 


and 


UNIFIED UNDERWRITERS, INC 
207 Guaranty Building 
Indianapolis, Indiana 46204 
(812-2880) 


ORDER PURSUANT TO SECTION 6(c) OF THE ACT 
GRANTING EXEMPTION FROM THE PROVISIONS 
OF SECTION 22(d) 


Unified Funds, Inc. ("Unified”), an Indiana corporation 
registered under the Investment Company Act of 1940 
(the “Act”) as a face-amount certificate company, Uni- 
fied Mutual Shares, Inc. (“Mutual Shares”), and Unified 
Growth Fund, Inc. (“Growth Fund”) (hereinafter referred 
to with Mutual Shares as the ”Funds”), each of which is 
registered under the Act as a diversified, open-end, manage- 
ment investment company, and Unified Underwriters, Inc. 
(“Underwriters”), the exclusive distributor of face-amount 
certificates issued by Unified and principal underwriter and 
investment adviser to the Funds (hereinafter referred to 
with Unified and the Funds as “Applicants”), have filed an 
application pursuant to Section 6(c) of the Act for an 
order permitting shares of the Funds to be sold without 
sales charges for cash proceeds received by holders of face- 
amount certificates issued by Unified upon maturity of 
such certificates. 


On January 22, 1974, the Commission issued a notice of 
the filing of the application (Investment Company Act Re- 
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lease No. 8197). The notice gave interested persons an 
opportunity to request a hearing and stated that an order 
disposing of the application might be issued upon the basis 
of the information stated in the application unless a hear- 
ing should be ordered. No request for a hearing has been 
filed and the Commission has not ordered a hearing. 


The matter has been considered and it has been found that 
the granting of the requested exemption is necessary or 
appropriate in the public interest and consistent with the 
protection of investors and the purposes fairly intended by 
the policy and provisions of the Act. Accordingly, 


1T 1S ORDERED, pursuant to Section 6(c) of the Act, 
that the application for exemption be, and hereby is, 
granted, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8257/February 26, 1974 


In the Matter of 


MASSACHUSETTS MUTUAL LIFE INSURANCE 
COMPANY 


and 


MASSMUTUAL INCOME INVESTORS, INC. 
1295 State Street 

Springfield, Massachusetts 01111 

(812-3585) 


ORDER PURSUANT TO SECTION 17(d) OF THE ACT 
AND RULE 17d-1 THEREUNDER 


Massachusetts Mutual Life Insurance Company (the 
“Insurance Company”) and MassMutual Income Investors, 
Inc. (the “Fund”), a diversified, closed-end management 
investment company registered under the Investment Com- 
pany Act of 1940 ("Act”), have filed an application pur- 
suant to Section 17(d) of the Act and Rule 17d-1 there- 
under for an order permitting the Insurance Company 

and the Fund to invest in a new issue of 9%% senior notes 
due 1992 (the “Notes”) of Ailis-Chalmers Corporation in 
total principal amount of $7,000,000. 


On January 31, 1974, the Commission issued a notice of 
the filing of the application (Investment Company Act Re- 
lease No. 8214) giving interested persons an opportunity 

to request a hearing and stating that an order disposing of 
the application might be issued on the basis of the in- 
formation stated therein unless a hearing should be ordered. 
No request for a hearing has been filed, and the Com- 
mission has not ordered a hearing. 


The matter having been considered, it is found that the 
Participation by the Fund in the proposed transaction is 
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consistent with the provisions, policies, and purposes of the 
Act and is not on a basis less advantageous than that of 
other participants. Accordingly, 


IT 1S ORDERED, pursuant to Section 17(d) of the Act 
and Rule 17d-1 thereunder, that the division, between the 
Insurance Company and the Fund, of the Notes in the 
amount of $5,000,000 to the Insurance Company and in the 
amount of $2,000,000 to the Fund be, and is hereby, 
permitted, effective forthwith. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8258/February 26, 1974 


In the Matter of 


ABERDEEN MANAGEMENT CORPORATION 
Depositor of 

ABERDEEN FUND 

1730 K Street, N. W. 

Washington, D. C. 20006 

(811-176) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 


SECTION 8(f) OF THE ACT FOR AN ORDER DECLARING 


THAT COMPANY HAS CEASED TO BE AN INVEST- 
MENT COMPANY 


NOTICE IS HEREBY GIVEN that Aberdeen Management 
Corporation (“Applicant”), formerly the Depositor for 
Aberdeen Fund, an open-end, diversified, management 
investment company registered under the Investment Com- 
pany Act of 1940 ("Act"), has filed an application pursuant 
to Section 8(f) of the Act for an order of the Commission 
declaring that Aberdeen Fund has ceased to be an invest- 
ment company as defined in the Act. All interested persons 
are referred to the application on file with the Commission 
for a statement of the representations set forth therein 
which are summarized below. 


Aberdeen Fund is a New Jersey common law trust organized 
under a Trust Indenture dated April 1, 1933, as subsequent: 
ly amended, and is registered under the Investment Com- 
pany Act of 1940. 


Pursuant to an Agreement and Plan of Reorganization 
(“Plan”) dated January 25, 1973, between Aberdeen Fund 
and Steadman Fiduciary Investment Fund, Inc., which 
Plan was approved by the owners of beneficial interest of 
Aberdeen Fund were transferred to Steadman Fiduciary 
Investment Fund, Inc., now Steadman Investment Fund, 
Inc., on January 25, 1973, in exchange for its shares which 
were thereupon distributed to the holders of beneficial 
interest of Aberdeen Fund in liquidation of Aberdeen Fund 
pursuant to the Plan. 


Applicant represents that Aberdeen Fund has no holders of 
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beneficial interests outstanding at the present time; that 
Aberdeen Fund has no assets at the present time; that the 
public offering of shares of beneficial interest of Aberdeen 
Fund has been terminated; and that Aberdeen Fund has, 
therefore, been liquidated and dissolved. 


Section 8(f) of the Act provides, in pertinent part, that 
when the Commission, upon application, finds that a regis- 
tered investment company has ceased to be an investment< 
company, it shall so declare by order, and upon the ef- 
fectiveness of such order the registration of such company 
shall cease to be in effect. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than March 25, 1974, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, 
of fact or law proposed to be controverted, or he may 
request that he be notified if the Commission should order 
ahearing thereon. Any such communication should be 


addressed: Secretary, Securities and Exchange Commission, 


Washington, D. C. 20549. Acopy of such request shall be 
served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon the Applicant at the address stated above. 


Proof of such service (by affidavit, or in case of an attorney- 


at-law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule O-5 of the Rules 
and Regulations promulgated under the Act, an order dis- 
posing of the application herein will be issued as of course 
following March 25, 1974, unless the Commission there- 
after orders a hearing upon request or upon the Com- 
mission’s own motion. Persons who request a hearing or 
advice as to whether a hearing is ordered will receive notice 
of further developments in this matter, including the date 
of the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 


ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8259/February 28, 1974 


In the Matter of 


THE FIRST UTILITIES EXCHANGE FUND, INC. 
44 Wall Street 

New York, New York 10005 

(811-1305) 


ORDER TERMINATING REGISTRATION PURSUANT 
TO SECTION 8(f) OF THE ACT 


On January 28, 1974, a notice was issued (Investment Com- 


pany Act Release No. 8200) stating that the Commission 
Proposed, pursuant to Section 8(f) of the Investment Com- 
pany Act of 1940 ("Act”), to declare by order upon its 
Own motion that The First Utilities Exchange Fund, Inc. 
("First Utilities”) has ceased to be an investment company 





as defined in the Act. 


The notice gave interested persons an opportunity to re- 
quest a hearing and stated that an order terminating regis- 
tration might.be issued unless a hearing should be ordered. 
No request for a hearing has been filed, and the Com- 
mission has not ordered a hearing. 


The matter having been considered, it is found that First 
Utilities has ceased to be an investment company. Ac- 
cordingly, 


IT |S HEREBY ORDERED, pursuant to Section 8(f) of the 
Act, that the registration of The First Utilities Exchange 
Fund, Inc. under the Act shall forthwith cease to be in 
effect. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1940 
Release No. 8260/February 28, 1974 


In the Matter of 


MASSACHUSETTS INVESTORS TRUST 
200 Berkeley Street 

Boston, Massachusetts 02116 

(812-3563) 


NOTICE OF FILING OF APPLICATION PURSUANT TO 
SECTION 6(c) OF THE ACT FOR AN ORDER EXEMPT- 
ING FROM SECTION 22(d) OF THE ACT THE SALE BY 
AN OPEN-END COMPANY OF ITS SECURITIES AT 
OTHER THAN THE PUBLIC OFFERING PRICE 


NOTICE IS HEREBY GIVEN that Massachusetts Investors 
Trust (“Applicant”), a common law trust existing under the 
laws of Massachusetts and registered under the Investment 
Company Act of 1940 ("Act”) as an open-end, diversified 
management investment company, has filed an application 
pursuant to Section 6(c) of the Act for an order of ex- 
emption from Section 22(d) of the Act to permit Appli- 
cant to issue its redeemable securities at a price other than 
the current offering price in exchange for substantially all of 
the assets of Smith Estates, Inc. (“Smith”), a Rhode Island 
corporation. All interested persons are referred to the appli- 
cation on file with the Commission for a statement of the 
representations contained therein, which are summarized be- 
low. 


Smith, a personal hoiding company all of whose outstand- 
ing stock is owned of record by ten individuals, four trusts 
and by custodians for four minor children, and beneficially 
by not more than forty-five persons, is exempt from regis- 
tration under the Act by reason of the provisions of Section 
3(c) (1) thereof. 


In November, 1973, Applicant and Smith entered into an 
Agreement and Plan of Reorganization (“Agreement”) 
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whereby substantially all of the assets of Smith, consisting 
of securities and cash, are to be transferred to Applicant 
in exchange for shares of beneficial interest of Applicant. 
Pursuant to the Agreement, the number of shares of bene- 
ficial interest of Applicant to be delivered to Smith is to 
be determined by dividing the aggregate market value, sub- 
ject to certain adjustments as set forth in the Agreement, 
of the assets of Smith to be transferred to Applicant by the 
net asset value per share of Applicant, both of which are 

to be determined on the ”Delivery Date”, the day on which 
Smith's assets are delivered to Applicant’s custodian, for 
the account of Applicant. The adjustment provided for in 
the Agreement requires that, in determining the number of 
shares of Applicant to be delivered to Smith, the aggregate 
market value of the assets of Smith shall be reduced to 
compensate the Applicant for any increased tax liability 
which may result by reason of its acquisition of the assets 
of Smith. If the delivery date had been September 30, 
1973, when the net assets of Smith to be transferred to 
Applicant amounted to $13,4 78,653.32, and the net asset 
value per share of Applicant was $11.82, Smith would 
have received 1,140,326 shares of Applicant on the next 
business day. 


Applicant represents that the Agreement is contingent 
upon Smith receiving either a ruling from the Internal 
Revenue Service or an opinion from its counsel to the 
effect that the proposed exchange constitutes a tax-free 
reorganization within the meaning of Section 368(a) (1) 
(C) of the Internal Revenue Code. 


Applicant states that no affiliation exists between Appli- 
cant and Smith and that the Agreement was negotiated at 
arms-length by the parties. Applicant also represents that 
it intends to retain in its portfolio at least 70% in value, 
taken at market, of the portfolio securities of Smith to be 
acquired in the exchange. 


Section 22(d) of the Act provides, in pertinent part, that 
no registered open-end investment company or principal 
underwriter thereof shall sell any redeemable security is- 
sued by such company to any person except at a current 
offering price described in the prospectus. The current 
offering price of Applicant’s shares, as stated in its pros- 
pectus, includes a sales charge. Section 6(c) of the Act 
permits the Commission, upon application, to exempt a 
transaction from any provision or provisions of the Act 
if and to the extent that such exemption is necessary or 
appropriate in the public interest and consistent with the 
protection of investors and the purposes fairly intended 
by the policy and provisions of the Act. Applicant states 
that its management believes that the proposed trans- 
action will be beneficial to Applicant’s shareholders in 
that: (1) Applicant will save brokerage commissions it 
would otherwise incur by purchasing these same securities 
in the market and (2) the resulting increase in assets will 
tend to reduce per share expenses of Applicant. 


NOTICE IS FURTHER GIVEN, that any interested person 
may, not later than March 21, 1974, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on 

the matter accompanied by a statement as to the nature of 
his interest, the reason for such request, and the issues of 
fact or law proposed to be controverted, or he may request 
that he be notified if the Commission shall order a hearing 
thereon. Any such communication should be addressed: 
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Secretary, Securities and Exchange Commission, Wash- 
ington, D. C. 20549. Acopy of such request shall be served 
personally or by mail (air mail if the person being served is 
located more than 500 miles from the point of mailing) 
upon Applicant at the address stated above. Proof of such 
service (by affidavit, or in case of an attorney-at-law, by 
certificate) shall be filed contemporaneously with the re- 
quest. As provided by Rule O-5 of the Rules and Regu- 
lations promulgated under the Act, an order disposing of 
the application will be issued as of course following said 
date unless the Commission thereafter orders a hearing upon 
request or upon the Commission’s own motion. Persons 
who request a hearing, or advice as to whether a hearing is 
ordered, will receive notice of further developments in this 
matter, including the date of the hearing (if ordered) and 
any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 





INVESTMENT COMPANY ACT OF 1949 
Release No. 8261/February 27, 1974 


In the Matter of 


NEUWIRTH FUND, INC. 

NEUWIRTH CENTURY FUND, INC. 

NEUWIRTH INCOME DEVELOPMENT CORPORATION 

NEUWIRTH MANAGEMENT AND RESEARCH 
CORPORATION 

NEUWIRTH FINANCIAL CORPORATION 

Middletown Bank Building 

Middletown, New Jersey 07748 

(812-3492) 


NOTICE OF FILING OF APPLICATION FOR AMEND- 
MENT OF ORDER PURSUANT TO SECTION 6(c) OF 

THE ACT EXEMPTING APPLICANTS FROM THE PRO- 
VISIONS OF SECTIONS 15(a) AND 15(c) OF THE ACT 


NOTICE IS HEREBY GIVEN that Neuwirth Fund, Inc. 
("Neuwirth Fund”), Neuwirth Century Fund, Inc. ("Centu- 
ry”), and Neuwirth Income Development Corporation 
("“NIDCO”) (collectively the “Funds”), registered under the 
Investment Company Act of 1940 (“Act”) as open-end 
management investment companies, Neuwirth Manage- 
ment and Research Corporation ("“NMRC”), and Neu- 
wirth Financial Corporation (“NFC”) (collectively the 

" Advisers”), (collectively the “Applicants”), have filed an 
application pursuant to Section 6(c) of the Act to amend 
an order granting temporary exemptions from the provisions 
of Sections 15(a) and 15(c) of the Act to the extent noted 
below. Ail interested persons are referred to the application, 
as amended, on file with the Commission for a statement of 
the representations contained therein, which are summarized 
below. 


Henry Neuwirth, the controlling stockholder of the Advi- 





sers died on July 28, 1973. By operation of law, the voting : 


securities of the Advisers owned by Neuwirth passed to his 
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estate. The existing investment advisory contracts between 
the Funds and the Advisers each provided, as required by 
Section 15 of the Act, that it would terminate in the 
event of an assignment. An assignment is defined by Sec- 
tion 2(a) (4) of the Act to include any direct or indirect 
transfer of a controlling block of the outstanding voting 
securities of the assignor by a security holder of the assig- 
nor. The investment advisory contracts may, therefore, 
be deemed to have been terminated upon Neuwirth’s 
death by the transfer of controlling interests in the invest- 
ment advisers. 


< 


Section 15(a) of the Act prohibits any person from serving 
as an investment adviser to a registered investment company 
except pursuant to a written contract that has been 
approved by the vote of a majority of the outstanding 
voting securities of such investment company. Section 15 
(c) of the Act prohibits any registered investment com- 
pany having a board of directors from entering into, re- 
newing, or performing any investment advisory or under- 
writing contract unless the terms of the contract and any 
renewal thereof are approved by the vote of a majority of 
the directors, who are not parties to such contract or 
interested persons of any such party, cast in person at a 
meeting called for the purpose of voting on such approval. 


On July 31, 1973, the directors of the Funds, all of whom 
serve on the boards of each of the Funds, voted to ratify 
the performance of the Advisers from July 28 to July 31, 
1973 and to readopt the terminated advisory contracts for 
the period from August 1 to October 31, 1973. On Sep- 
tember 20, 1973, an order was issued (Investment Com- 
pany Act Release No. 7998) granting exemptions to the 
Applicants from Sections 15(a) and 15(c) of the Act, 
during the period from July 28 to July 31, 1973, and from 
Section 15(a) of the Act during the period from August 

1 to October 31, 1973, so as to permit the Advisers to 
continue to render investment advisory services to the 
Funds at the same fees provided for under the terms of the 
terminated contracts, subject to the condition that the 
shareholders of each of the Funds, at meetings held on or 
before November 1, 1973, ratify the rendition of investment 
advisory services by the Advisers to the respective Funds at 
such fees. Such meetings were not held within the time 
provided. Applicants now apply to amend that order so as 
to extend to February 28, 1974, the date for holding such 
special shareholder’s meetings. 


On October 10, 1973, after considering the many manage- 
ment alternatives available after Neuwirth’s death, the 
Boards of Directors of Neuwirth Fund and Century voted 
to recommend to shareholders that Clark, Dodge & Co. 
Incorporated ("Clark, Dodge”) be retained as investment 
adviser to Neuwirth Fund and Century, and the Board of 
Directors of NIDCO voted to liquidate and dissolve NIDCO 
subject to shareholder approval. 


Applicants assert that, as a result of the time required for 
Consideration of management alternatives, the Boards of 
Directors of the Funds were unable to call the special 
shareholders’ meetings by November 1, 1973 as required 
by the order of September 20, 1973. Applicants represent 
that unnecessary expenses would be avoided by submitting 
to shareholders, at the same meetings of shareholders at 
which they would be called upon to approve new invest- 
ment advisory services with Clark, Dodge, and in the case 





of NIDCO, its liquidation and dissolution, the ratification 
of the performances by the investment advisors of invest- 
ment advisory services from July 28 to October 31, 1973. 
Applicants submit that no prejudice to shareholders will 
result from the delay in holding special shareholder’s 
meetings to ratify the rendition by the Advisers of invest- 
ment advisory services since the periods during which such 
services were rendered by Advisers without contracts were 
no longer than was contemplated by the first order. 


Section 6(c) of the Act provides that the Commission, by 
order upon application, may conditionally exempt any 
person or transactions from any provision or provisions of 
the Act, if and to the extent that such exemption is neces- 
sary Or appropriate in the public interest and consistent 
with the protection of investors and the purposes fairly 
intended by the policy and provisions of the Act. Appli- 
cants submit that the requested exemptions from Sections 
15(a) and 15(c) of the Act are in the public interest and 
consistent with the general policies of the Act. 


NOTICE IS FURTHER GIVEN that any interested person 
may, not later than March 25, 1974, at 5:30 p.m., submit 
to the Commission in writing a request for a hearing on the 
matter accompanied by a statement as to the nature of his 
interest, the reason for such request, and the issues, if any, 
of fact or law proposed to be controverted, or he may re- 
quest that he be notified if the Commission shall order a 
hearing thereon. Any such communication should be 
addressed: Secretary, Securities and Exchange Commission, 
Washington, D. C. 20549. Acopy of such request shall 

be served personally or by mail (air mail if the person being 
served is located more than 500 miles from the point of 
mailing) upon Applicants at the address stated above. Proof 
of such service (by affidavit, or in the case of an attorney- 
at-law, by certificate) shall be filed contemporaneously 
with the request. As provided by Rule O-5 of the Rules 
and Regulations promulgated under the Act, an order dis- 
posing of the application will be issued as of course follow- 
ing March 25, 1974, unless the Commission thereafter 
orders a hearing upon request or upon the Commission's 
own motion. Persons who request a hearing, or advice 

as to whether a hearing is ordered, will receive notice of 
further developments in this matter, including the date of 
the hearing (if ordered) and any postponements thereof. 


For the Commission, by the Division of Investment Manage- 
ment Regulation, pursuant to delegated authority. 


George A. Fitzsimmons 
Secretary 
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Litigation Release No. 6254/February 25, 1974 


SEC v. ALLSTATE LEASING AND ACCEPTANCE 
CORPORATION, et al. 

(N.S. Ga., No. C74-267A) 

Jule B. Greene, Administrator of the Atlanta Regional Of- 
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fice of the Securities and Exchange Commission, announced 
that on February 15, 1974 the Commission filed a Com- 
plaint in the United States District Court for the Northern 
District of Georgia, at Atlanta, charging Allstate Leasing 
and Acceptance Corporation, a Georgia corporation located 
near Atlanta ("Allstate of Ga.”), Allstate Leasing and Ac- 
ceptance Corporation, a Tennessee corporation located 
near Chattanooga, Allstate Leasing and Acceptance Corpo- 
ration, a North Carolina corporation located in Charlotte, 
Rex Thorn, of Atlanta, president, and M. Catherine Thorn, 
of Atlanta, secretary-treasurer of the three corporations, 
with violations of the registration and anti-fraud provisions 
of the federal securities laws in connection with offers and 
sales of investment notes of the three Allstate companies. 


The Commission’s Complaint, which seeks injunctions 
against the defendants and the appointment of a receiver 
for Allstate of Ga., alleges that the public offerings of the 
unregistered notes were accomplished through the use of 
false and misleading promotional material which, among 
other things, represented that the notes of Allstate of Ga. 
were backed by an active, working multi-million dollar 
corporation, that the proceeds of the note sales would be 
invested primarily in the vending machine business and that 
the notes were, in effect, secured by leases on income pro- 
ducing equipment. The Complaint further alleges that the 
defendants failed to disclose that the liabilities of Allstate 
of Ga. exceeded its assets and that portions of the note 
sales proceeds were used to make substantial, unsecured 
advances to and investments in subsidiaries and affiliates of 
Allstate of Ga. 


United States District Court Judge Albert J. Henderson, Jr. 
entered a Temporary Restraining Order against defendants 
from offering and selling the notes in violation of the regis- 
tration provisions of the federal securities laws and further 
restrained them from disposing of the assets of the defend- 
ant corporations pending further order of the court. 





Litigation Release No. 6255/February 25, 1974 


SEC v. OLYMPIC PETROLEUM CORPORATION et al. 
(N.D. Tex.) 


Robert F. Watson, Administrator of the Fort Worth Region- 


al Office of the Securities and Exchange Commission, today 
announced that Federal District Judge William M. Taylor, 
Jr., at Dallas, Texas, has entered Orders of Permanent In- 
junction against Clifford W. Russell, Sawood Petroleum 
Corporation, Charles Stafford Jackson, all of Dallas, Texas, 
and Emile Z. Gilutin, Lake Dallas, Texas, and has also 
entered Orders of Preliminary Injunction against Olympic 
Petroleum Corporation, Olympic Energy Corporation, 
Tipco, Inc. (now known as Alliance Energy Corporation), 
William R. Cook, Aubrey Gene Gassaway, John D. Wilson, 
and Sanford Dvorin, all of Dallas, Texas, and Robert W. 
Wessel of Mesquite, Texas. 


All defendants consented to the entry of the injunctive 
orders without admitting or denying the allegations in the 
Commission’s complaint filed January 18, 1974, charging 
violations of various provisions of the federal securities laws 
in the offer and sale by Olympic Petroleum Corporation, 
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Olympic Energy Corporation, Tipco, Inc., and Sawood 
Petroleum Corporation of fractional undivided working 
interests in oil and gas leases located in Oklahoma and 
Texas, and investment contracis evidenced by limited 
partnership interests in oil and gas drilling projects located 
in Louisiana, Mississippi, and Montana. 


Judge Taylor signed the Orders of Permanent Injunction on 
February 12, 1974, enjoining Gilutin, Russell, and Sawood 
Petroleum Corporation from further violations of the regis- 
tration and anti-fraud provisions of the federal securities 
laws. 


On February 13, 1974, Judge Taylor signed Orders of Pre- 
liminary Injunction enjoining Tipco, Inc., Olympic Petro- 
leum Corporation, Olympic Energy Corporation, Cook, 


Gassaway, and Wilson from further violations of the registra- 


tion provisions; all but Olympic Energy Corporation were 
also preliminarily enjoined from further violations of the 
anti-fraud provisions. 


On February 21, 1974, Judge Taylor entered Orders of 
Preliminary Injunction against Wessel and Dvorin, and an 
Order of Permanent Injunction against Jackson, forbidding 
further violations of the securities registration and anti- 
fraud provisions. 


A hearing has been set for March 1, 1974, on the Com- 
mission’s motion for the appointment of a receiver for 
Olympic Petroleum Corporation, Tipco, Inc., and Tipco 
Management Corporation. 


For further information see Litigation Release No. 6216. 





Litigation Release No. 6256/February 25, 1974 


U. S. v. WILLIAM J. LYSEN, et al (N.D. E. Div. Ill 73 CR 
265) 


James R. Thompson, U. S. Attorney for the Northern Dist- 
rict of Illinois, and John |. Mayer, Administrator of the 
Chicago Regional Office of the Securities and Exchange 
Commission, announced that on January 15, 1974 William 
J. Lysen was sentenced to a term of seven years in prison 
by the Honorable William J. Bauer, U. S. District Judge for 
the Northern District of Illinois. Lysen was found guilty 
in a bench trial before Judge Bauer on December 12, 1973 
on twenty-one counts for violations of the Mail Fraud 
Statute and on one count for the sale of stolen securities. 


A second defendant, Donald Geel, who pled guilty to three 
counts of mail fraud on November 29, 1973, was sentenced 
by Judge Bauer on January 4, 1974 to five years probation, 
the first ninety days of which were to be spent in confine- 

ment. 


The case was a result of a joint investigation conducted by 
the United States Postal Service, Federal Bureau of Investi- 
gation, and the Commission’s Chicago Regional Office. 


For further information see Litigation Release Nos. 5168, 
5511, and 6192. 












































Litigation Release No. 6257/February 25, 1974 


SEC v. INSTITUTIONAL INVESTMENT ASSOCIATION, 
INC., et a/. (N. D. Ga., No. C74-294A) 


Jule B. Greene, Administrator of the Atlanta Regional Of- 
fice of the Securities and Exchange Commission, announced 
that on February 21, 1974, the Honorable Newell Eden- 
field, United States. District Judge for the Northern District 
of Georgia, pursuant to a complaint filed by the Com- 
mission on the same date, entered a permanent injunction 
against Institutional Investment Association, Inc., Alpha 

21 Group, Inc., and Randall C. Jackson, the president. of 
both companies, all of Atlanta. 


The order, to which the defendants consented without 
admitting or denying the allegations of the complaint, per- 
manently enjoins them from violations of the anti-fraud 
provisions of the Securities Act of 1933 and the Securities 
Exchange Act of 1934 in connection with the offer and 
sale of investment certificates and notes of Institutional 
Investment Association, Inc. or any other security. 





Litigation Release No. 6258/February 25, 1974 


SECURITIES ACT OF 1933 
Release No. 5461/February 25, 1974 


SECURITIES EXCHANGE ACT OF 1934 
Release No. 10656/February 25, 1974 


U. S. FINANCIAL, INCORPORATED, et al. (S.D. Ca.) 


The Securities and Exchange Commission announced the 
filing ot a complaint in the United States District Court in 
the Southern District of California on February 25, 1974 
against U. S. Financial, Incorporated, Robert H. Walter, 
John B. Halverson, Charles D. Prutzman, Jr., Richard W. 
Arneson, Jr., Dennis P. Hill, Walter P. Gribben, William L. 
O'Bryon, A-H Properties, and Bayview Investments. The 
Commission’s complaint charges the defendants with and 
seeks to enjoin the defendants from further violations of 
the following provisions of the Securities Act of 1933 and 
the Securities Exchange Act of 1934: 





DEFENDANT SECURITIES ACT SECURITIES EX- 
OF 1933 CHANGE ACT 
OF 1934 





1. U.S. Financial, 
Incorporated (“USF”) 
San Diego, California 


Section 17(a) Sections 10(b), 
13(a) and 14(a); 


Rules 10b-5, 13a- 


1, 13a-13 and 14a- 


9. 

Sections 7(d), 7 
(f), 10(b), 13(a) 
and 14(a); Rules 


2 Robert H. Walter 
("Walter”) San Diego, 
California 


Section 17(a) 


10b-5, 10b-6, 13a- 


1, 13a-13, 14a-9, 
and Regulations 
G and X pro- 

mulgated by the 
Federal Reserve 





Board. 

Sections 10(b), 
13(a) and 14(a); 
Rules 10b-5, 13a- 
1, 13a-13 and 
14a-9. 

Sections 10(b), 
13(a), and 14(a); 
Rules 10b-5, 13a- 


3. John B. Halverson 
(“Halverson”) San 
Diego, California 


Section 17(a) 


4. Charles D. Prutz- 
man, Jr. ("Prutzman”) 
Manhasset, New York 


Section 17(a) 


1 and 14a-9. 
5. Richard W. Arneson, Section 10(b); 
Jr. (“Arneson”) San Rule 10b-5. 


Diego, California 


6. Dennis P. Hill (“Hill”) Section 10(b); 


San Diego, California Rule 10b-5. 

7. Walter P. Gribben Section 10(b); 
("Gribben”) Newport Rule 10b-5 
Beach, California 

8 William L. O’Bryon Section 10(b); 
(“O’ Bryon”) Newport Rule 10b-5. 


Beach, California 

9. A-H Properties, a 
partnership ("A-H”’) 

San Diego, California 

10. Bayview Investments 
("BI") San Diego, 
California 


Section 10(b); 
Rule 10b-5. 


Section 10(b); 
Rule 10b-5. 


The specific violations of the federal securities laws as 
charged by the Commission relate to the following: 


(1) Defendants USF, Walter, Halverson and Prutzman, re- 
spectively USF’s former Chairman, President, and special 
securities counsel, engaged in a fraudulent scheme to manu- 
facture revenues and profits of USF for the years 1969, 
1970, 1971 and 1972 by causing USF to engage in pur- 
ported sales of real properties and other assets at substantial 
profit to USF, to purported arm’s-length purchasers, Arneson, 
Hill, Gribben, and O’Bryon or entities organized by or for 
them, and certain other persons or entities, which purchasers 
were, in fact, nominees for defendant USF, and in some 
instances, nominees for Walter; Defendants USF, Walter, 
Halverson, and Prutzman induced the defendants Arneson, 
Hill, Gribben and O’Bryon to serve as USF’s nominees by 
providing the nominees with risk-free “ownership” of USF's 
assets, and by causing USF to fund the purported purchases 
of USF’s assets by the nominees and fund the operations, 
debt service, and other expenses and losses on the pro- 
perties purportedly sold to the nominees; 


(2) Defendants Walter, Halverson and Prutzman caused 
defendant USF to make false and misleading statements of 
material facts and to omit to state material facts concerning 
USF's purported sales of USF’s assets in USF’s registration 
statements and prospectuses, USF’s annual and periodic 
reports, and in USF’s proxy solicitation material, all filed 
with the Commission and in USF's public announcements 
and press releases ail disseminated to the public. Defendants 
Walter, Halverson and Prutzman caused defendant USF to 
fraudulently record revenues and profits from such purported 
sales in USF's financial statements for the years 1969, 

1970, 1971 and 1972, included in USF's registration state- 
ments and prospectuses, and annual and periodic reports, 
filed with the Commission, and in USF’s public announce- 
ments and press releases, disseminated to USF’s stock- 
holders and the investing public; 
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(3) Defendant Walter, during the period from February 
1969 through November 1972; caused or induced certain 
persons to purchase USF’s common stock in some instances, 
contemporaneous with USF’s public offerings, through 
loans by Walter and Guarantees of bank loans, in some in- 
stances in violation of the margin requirements pro- 
mulgated by the Federal Reserve Board, so as to manipulate 
the market price of USF’s common stock to protect Walter’s 
net worth, which was largely comprised of shares of USF 
common stock and, thus, protect Walter’s borrowing power 
and the collateral value of his USF stock pledged in con- 
nection with his own borrowings which were in aid of the 
fraudulent manipulation of USF's stock price and the frau- 
dulent manufacture of USF’s earnings- 


As a result of the fraudulent scheme to manufacture USF's 
revenues and profits orchestrated by Walter and other 
defendants, USF, on July 23, 1973, filed a petition for re- 
organization under Chapter XI of the Bankruptcy Act. 

On January 23, 1974, USF announced restated 1971 fin- 
ancial results showing a loss of $9.1 million on $65.1 
million revenues rather than the previously announced 
profit of $10.9 million on $180.3 million revenues; and 
USF announced restated 1972 financial results showing a 
loss of $42.8 million on $151.7 million revenues for the 
year rather than the previously announced results for nine 
months ending September 30, 1972, showing profits of 
$15.6 million on $119 million revenues. 


In addition to injunctive relief, the Commission's complaint 
also seeks disgorgement of benefits received by the defend- 
ants as a result of the transactions alleged in the complaint. 





Litigation Release No. 6259/February 25, 1974 


Securities and Exchange Commission v. Florida East Coast 
Railway Company, et al. (Civil Action No. 152-73) U. S. 
District Court for the District of Columbia 


The Securities and Exchange Commission (“Commission”) 
today announced that on February 25, 1974, the Honor- 
able William B. Jones, U. S. District Judge for the District 
of Columbia entered, by consent of Defendant Florida 
East Coast Railway Company ("FEC”), a Final Judgment of 
Permanent Injunction, enjoining Defendant FEC from 
violating the anti-fraud provisions of the Federal securities 
laws in connection with transactions in the securities of 
Defendant FEC or any other issuer and, the proxy regu- 
lation provisions with respect to any security registered 
pursuant to Section 12 of the Securities Exchange Act of 
1934, as alleged in the Commission’s SUPPLEMENTAL 
AND AMENDED COMPLAINT. 


Defendant FEC has additionally consented to an Order by 
the Court declaring null and void and of no effect all 
proxies solicited pursuant to its 1972 and 1973 proxy 
soliciting materials and all actions and votes taken pursuant 
to those proxies, in connection with an exchange offer pro- 
posal of common stock for its First Mortgage Bonds. 


Further, Defendant Alfred |. duPont Testamentary Trust 
(“Trust”) has undertaken to offer recission to the sellers of 
the $476,000 face amount First Mortgage Bonds purchased 
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by Defendant Trust while Defendant Trust was alleged to 
have been in possession of material non-public corporate 
information relating to Defendant FEC. 


-_ < 







Defendant FEC, Defendant Trust, Defendant Edward Ball 
(“Ball”), and Defendant Winfred L. Thornton ("Thornton") 
have undertaken not to engage in any transactions in the 
securities of Defendant FEC without prior notification to 
the Court and the Commission. Moreover, Defendants Ball 
and Thornton and the Trustees of Defendant Trust have 
undertaken to execute affidavits acknowledging the receipt 
of the Order of Permanent Injunction decreed against 
Defendant FEC thus binding each of them to that Injunc- ) 
tion should they act as employees, officers or agents of, or 
act in concert and participation with, Defendant FEC in 
any future conduct prohibited by the broad injunction 
against Defendant FEC. In consideration of the foregoing, 
the Commission announced that it was discontinuing fur- 
ther action against Defendant Trust, Defendant Ball and 
Defendant Thornton without prejudice to the Commission 
to move against those Defendants at a future time. 
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The aforegoing consents and undertakings were entered 
into by the Defendants without admitting or denying 

the allegations in the Commission’s SUPPLEMENTAL AND 
AMENDED COMPLAINT. | 
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The Commission's SUPPLEMENTAL AND AMENDED 
COMPLAINT specifically alleged that Defendant FEC 
violated the anti-fraud provisions of the Federal securities 
laws in connection with the purchase by Defendant Trust 
of $476,000 face amount of Defendant FEC’s First Mort- 
gage Bonds between September 10, 1970 and August 17, 
1971 while Defendant FEC was in possession of material 
non-public corporate information concerning: the sub- 




















stantial possibility of a corporate reorganization of Defend- 
ant FEC which would include the separation from Defend- 
ant FEC of certain of its real properties and the inclusion 
of those properties in a separate land holding company, the c 
securities of which would be publicly held; the value of 0 
Defendant FEC’s non-operating real properties; and the 
elimination of Defendant FEC’s First Mortgage Bond T 
Indebtedness. Additionally, Defendant FEC was charged C 
with violating the anti-fraud provisions in connection p 
with Defendant Trust’s purchase of $32,000 face amount it 
First Mortgage Bonds between August 4, 1971 and August $C 
17, 1971 while Defendant FEC was in possession of ma- 1 
terial non-public information relating to a proposal to fr 
exchange Defendant FEC’s outstanding First Mortgage | ge 
Bonds for shares of its capital stock at a ratio of 40 shares Se 
for each First Mortgage Bond outstanding. ) al 
su 
The Commission further alleged in its SUPPLEMENTAL D 
AND AMENDED COMPLAINT that Defendant FEC had D 
violated the anti-fraud provisions of the Federal securities cc 
jaws in connection with Defendant FEC’s and Defendant pe 
Trust’s coordinated, alternate purchasing activities in M 
Defendant FEC’s First Mortgage Bonds over a several year fa 
period while Defendant FEC was in possession of material pr 
non-public corporate information concerning this coordin- pe 
ated, alternate transactional activity. 
It was further alleged that Defendant FEC had engaged ina 
scheme, act, practice and course of business to defraud 





Defendant FEC’s Second Mortgage Bondholders and 
common stockholders, in violation of the anti-fraud pro- 














visions, in connection with the amendment of Defendant 














FEC’s Second Mortgage Bond Indenture in January, 1969. 


Moreover, it was alleged that Defendant FEC had addition- 
ally violated the anti-fraud provisions in connection with 
Defendant Trust’s purchases of $223,000 face amount 
Second Mortgage Bonds in common corporate purpose 
with Defendant FEC, between October 18, 1968 and 
December 30, 1968 while Defendant FEC was in possession 
of material information concerning the proposed amend- 
ment to the Second Mortgage Bond Indenture, the effect 
of the amendment on the interests of minority Second 
Mortgage Bondholders and common stockholders andthe 
fact that the Defendants were acting in common corporate 
purpose in aggregating sufficient Second Mortgage Bonds 
to amend the Second Mortgage Bond Indenture. 


Defendant FEC was additionally charged with violating 

the anti-fraud provisions by engaging in a scheme, act, 
practice and course of business to defraud its Second Mort- 
gage Bondholders and common stockholders in connection 
with the call for redemption of Defendant FEC’s Second 
Mortgage Bonds. In this regard, the SUPPLEMENTAL 
AND AMENDED COMPLAINT charged as fraudulent 
certain arbitrage transactional activity by Defendant FEC 
in its Second Mortgage Bonds and common stock between 
April 21, 1969 and August 29, 1969, the attendant 
domination of the market in the Second Mortgage Bonds 
by Defendant FEC, the dissemination of a materially mis- 
leading formal notice of call for redemption and the failure 
to disclose the arbitrage transactional activity, the market 
domination and their effect on the price of Defendant 
FEC’s securities. Additionally Defendant FEC was alleged 
to have violated the anti-fraud provisions in connection 
with the purchase of $1,063,000 face amount Second 
Mortgage Bonds and sales of 46,620 shares of its common 
stock between April 21, 1969 and May 27, 1969 while 
Defendant FEC was in possession of material non-public 
corporate information concerning the call for redemption 
of its Second Mortgage Bonds. 


The Commission’s SUPPLEMENTAL AND AMENDED 
COMPLAINT additionally alleged that Defendant FEC’s 
proxy soliciting materials disseminated in connection with 
its 1972 Special Meeting of Stockholders, and its proxy 
soliciting materials disseminated in connection with its 
1973 Annual Meeting of Stockholders, violated the anti- 
fraud and proxy regulation provisions of the Federal 
securities laws in that they were false and misleading in 
several material respects. In this connection, the 1972 
and 1973 proxy soliciting materials failed to disclose the 
substantial possibility of a corporate reorganization of 
Defendant FEC, certain valuation information concerning 
Defendant FEC’s real properties, certain information 
concerning the premium and dilutive aspects of a pro- 
posal to exchange Defendant FEC’s outstanding First 
Mortgage Bonds for common stock and, other material 
facts necessary for Defendant FEC’s shareholders to 


properly evaluate the critical aspects of the exchange pro- 
posal. 





Litigation Release No. 6260/February 27, 1974 
SE.C. v. WORLD ACCEPTANCE CORPORA TION, et al 





William D. Moran, Administrator of the New York Region- 
al Office of the Securities and Exchange Commission, today 
announced the filing of an injunctive complaint in United 
States District Court for the Southern District of New York 
on February 20, 1974 against World Acceptance Corpo- 
ration (“World”), of Minneapolis, Minnesota; Billy Lee 
Perkins ("Perkins”), of Aptos, California, formerly president 
and director of World; Hilmer B. Sandine (“Sandine”), of 
Atlanta, Georgia, formerly a “loan correspondent” associa- 
ted with World; Robert Schwartz (“Schwartz”), of Bay 
Shore, New York; Adolph F. Spear (“Spear”), of Fort 
Lauderdale, Florida, a certified public accountant; and 
William J. Goldworn (“Goldworn”), of Miami, Florida, 
formerly general counsel and chairman of World’s Board of 
Directors. 


The Commission’s complaint charges violations of the regis- 
tration and anti-fraud provisions of the Securities Act of 
1933 and the Securities Exchange Act of 1934 in the 

offer and sale of the common stock of World. The com- 
plaint further alleges that in connection with the offer 

and sale of World stock, defendants World, Perkins, San- 
dine, Schwartz, Spear, and Goldworn made false and 
misleading statements concerning: 


1. The number of shareholders of World; 
2. The financial condition of World; 
3. The business operations of World; 


4. The value of property and leases purportedly owned by 
World; and 


5. The management ang those in control of World. 


As part of the above-mentioned activities, the defendants 
caused to be prepared and disseminated a false and mis- 
leading opinion letter of counsel and a false and mislead- 
ing certified financial statement listing as World’s major 
asset more than $28,000,000 in ore concentrates. These 
and other false and misleading documents were issued to 
investors and prospective investors of World securities as 
well as broker-dealers and others. 


On April 19, 1972, World’s stock was suspended for a ten 
(10) day period by the Commission because of information 
concerning the sale of unregistered blocks of World’s securi- 
ties and the use of false and fraudulent financial statements 
to certify the value of World's assets. 


For additional information see Securities Exchange Act Re- 
lease 9580. 





Litigation Release No. 6261/February 27, 1974 
AT - YOUR - SERVICE - LEASING CORP., (S.D.N.Y.) 


William D. Moran, Administrator of the New York Regional 
Office and Paul J. Curran, United States Attorney for the 
Southern District of New York, announced that on February 
5, 1974 the Honorable Whitman Knapp, Judge of the United 
States District Court for the Southern District of New York, 
imposed sentences on the following defendants convicted 
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after jury trial in connection with the offer and sale of the 
common stock of At-Your-Service-Leasing Corp. 


Vincent T. Aloi of Suffern, New York, was sentenced to a 
term of nine years in jail and was fined $16,000; John 
Dioguardi a/k/a Johnny Dio received a prison sentence of 
10 years which is to run concurrently with a prison sentence 
he is presently serving; Ralph Lombardo of North Bellmore, 
New York received a jail sentence of five years and was 
fined $16,000 and John Savino of East Rockaway, New 
York received a prison term of 2 and a half years. All four 
of the defendants, with the exception of John Savino, had 
been found guilty after trial of conspiracy to violate the 
federal securities laws, wire fraud and the use of a false and 
misleading offering circular in the sale of At-Y our-Service- 
Leasing Corp. John Savino was found guilty of the con- 
spiracy and offering circular counts only. 


For further information, see Litigation Release No. 6209. 





Litigation Release No. 6262/February 27, 1974 
SEC v. DEMETRIOS, INC., et al. (N.D. Ca) 


Gerald E. Boltz, Regional Administrator of the Los Angeles 
Regional Office, and Leonard H. Rossen, Associate Re- 
gional Administrator of the San Francisco Brarich Office, 
announced on February 21, 1974 that a final judgment was 
entered by the United States District Court for the Northern 
District of California against Demetrios, Inc., Chris A. 
Corondoni and James Corondoni all of Albuquerque, New 
Mexico, Harry E. McMullin and James Shields of Fresno, 
California and Scot E. Smith, Il of San Francisco, enjoin- 
ing them from further violations of Section 17(a) of the 
Securities Act of 1933 and Section 10(b) of the Securities 
Exchange Act of 1934 and Rule 10b-5 thereunder. 


The defendants all consented to the entry of the judgment 
without admitting or denying the allegations of the com- 
plaint to the effect that the defendants had engaged in a 
scheme to raise the market price of Demetrios’ stock in 
order to make possible a large private placement by 
Demetrios. The complaint alleged that in furtherance of 
the scheme the defendants prepared a series of three false 
and misleading letters to shareholders concerning the 
establishment and operation of new subsidiaries of Deme- 
trios, engaged in a series of purchases of Demetrios stock, 
and that defendants Demetrios, Chris Corondoni and 
James Corondoni induced a number of other individuals to 
purchase Demetrios stock. 


For further information see Litigation Release 6159. 





Litigation Release No. 6263/February 28, 1974 
SEC v. INTERNATIONAL COMMODITIES EXCHANGE, 


INC., et al. 
(C.D. Ca. Civil Action No. CV-74-481-DWW) 
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Gerald E. Boltz, Administrator of the Los Angeles Regional 
Office of the Securities and Exchange Commission, an- 
nounced that on February 22, 1974 a complaint was filed 
in the United States District Court in Los Angeles by the 
Commission seeking injunctive relief and alleging violations 


of the registration and anti-fraud provisions of the Securities 


Act of 1933 and the anti-fraud and the broker-dealer regis- 
tration provisions of the Securities Exchange Act of 1934. 
The complaint alleged that International Commodities Ex- 


change, Inc. of Newport Beach, California, Valley Comco of 


Reseda, California, Grayco Investment, Inc. of Phoenix, 
Arizona, Comco Brokerage, Ltd. of Washington, D. C., The 
First Trading Company of Newport Beach, California, 
Robert Daniel Hill of Newport Beach, California, Richard 
L. Gray of Reseda, California, and Harold L. Gammill of 
McLean, Virginia violated the registration and anti-fraud 
provisions in the sale of investment contracts, evidences of 
indebtedness, and interests and instruments commonly 
known as securities but purporting to be options on com- 
modities contracts. 


The complaint further alleged that International Commodi- 
ties Exchange, Inc., The First Trading Company, Valley 
Comco, Grayco Investment, Inc., Richard L. Gray, and 
Robert Daniel Hill violated the registration and anti-fraud 
provisions in the sale of securities issued by The First 
Trading Company. It further alleged that Grayco Invest- 
ment, Inc., Valley Comco, and Comco Brokerage, Ltd. 
violated the broker-dealer registration provisions of the 
Exchange Act and that Richard L. Gray and Harold L. 
Gammill aided and abetted those violations. 


The complaint additionally sought the appointment of a 
receiver and other ancillary relief in corinection therewith 
for International Commodities Exchange, Inc., The First 
Trading Company, Grayco Investment, Inc., Valley Comco, 
and Comco Brokerage, Ltd. 


The Honorable A. Andrew Hauk, District Judge, entered a 
temporary restraining order on the Commission’s appli- 
cation on February 22, 1974 which restrained the above 
defendants from further violations of the securities laws, 
as charged in the complaint, and that order further re- 
strained defendants from disbursing and dissipating the as- 
sets of the enjoined companies among other things. Judge 
Hauk appointed David G. Saunders, a Los Angeles attorney 
as temporary receiver to take charge of the corporate assets 
and perform other duties. 


The Commission’s motion for preliminary injunction has 
been set down for hearing before judge Hauk on March 14, 
1974. 





Litigation Release No. 6264/February 28, 1974 


SEC v. CHARLES A. MORRIS & ASSOCIATES, INC., etal 
United States District Court for the Western District of 
Tennessee 


The Securities and Exchange Commission announced the 
entry of orders of permanent injunction in the United States 
District Court for the Western District of Tennessee 

































S 


yD Lb 


+ 


NO nO 





























al against Charles A. Morris & Assaciates, Inc., formerly known 

as Morris-Daley and Associates, tne. and Tax Free Bonds, 

1 Inc., Charles A. Morris, Michael Patrick McTighe, Claude 
Dean Dillard, Edward Disbrow Morris, Ray Thomas Bau- 

ns man, Charles T. Chicorelli, Jim Walker Cunningham, Jr., 

ties Ted L. Cutshaw, Ronald Lee Epperson, John William 





S- Ferrell, Steven Adams Lancaster, Roy G. Lovelace, Mal- 
‘. colm E. Ratliff, Donald Bryan Smith, and Roy Langston 
X- White from engaging in further violations of certain of the “ 
) of anti-fraud provisions of the federal securities laws (Section 


17(a) of the Securities Act of 1933 and Section 10(b) of 
he the Securities Exchange Act of 1934 and Rule 10b-5 there- 
under) in connection with transactions in certain securities 
d commonly referred to as municipal bonds. 


Each of the above defendants, with the exception of Smith 
of and Ferrell, without admitting or denying the allegations 
| of the Commission's complaint consented to the entry of 
an injunctive decree which enjoined them from, among 
} other things, employing “boiler room” sales techniques and 
selling bonds at prices not reasonably related to the 
di- current market price for such securities. 





The Court issued similar decrees with respect to defendants 
d Smith and Ferrell by default. 


, Inaddition, pursuant to the Commission’s prayer for dis- 
gorgement in its complaint, the Court ordered certain 
defendants to pay into the Court funds which they had 
received as a result of their alleged unlawful conduct. A 
trustee has been appointed to administer the disgorged 
funds. 
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s | TRUSTINDENTURE ACT 





TRUST INDENTURE ACT OF 1939 
Release No. 357/February 27, 1974 


The Securities and Exchange Commission has issued an 
order under the Trust Indenture Act (”Act”) on application 
of Public Service Electric and Gas Company exempting its 
etal First and Refunding Mortgage Bonds, __% Series D due 
2004 from certain provisions of the Act. 
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